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) THE BANKER 


A Banker’s Diary 


IN pledging utter identity of purpose in the prosecution of the war, 
the Anglo-Russian treaty does no more than formally reaffirm what 
had been taken for granted. Where it marks an 
Anglo- immensely important step forward is in the under- 
4, iking to work together for at least twenty years after 
Collaboration : ; 
the war for the maintenance of peace and the pro- 
motion of general prosperity in Europe. The treaty thus takes its 
place as one of the foundations of post-war economic reconstruction, 
ranking beside the Atlantic Charter, which laid down the principles 
of equal access to trade and the fullest collaboration between all 
nations in the economic field, and the Mutual Aid Agreement of 
lebruary, which provided that the final settlement between this 
country and America shall be such as to promote the betterment 
of world-wide economic relations. The United Nations, in other 
words, are trebly pledged to work together in the establishment of 
a real New Order, not only for Europe but for the world as a whole, 
and in a spirit of co-operation which is the antithesis of the isola- 
tionism and nationalism so largely responsible for the chaos that 
followed the last war. Given this constructive approach, no problems 
are insoluble. 


Wirth the object of saving envelopes and unnecessary demands on 
the postal service, there has been much discussion recently on the 
possibility - dispensing with separate receipts when 

Cheques — amounts al * paid by cheque. In reply to a Parlia- 
hucsiats mentary que stion on the subject, Sir Kingsley Wood 
took the view that it would not be “ feasible and legal 

to make it possible to recognise endorsed cheques with receipt 
stamps as full of payment.” The Chancellor pointed out that 
when customers are permitted to embody receipt forms on the 
cheques, the banks invariably require an indemnity, and that it 
would not be possible to generalise the combination of cheque and 
receipt without at the same time legislating to maintain the position 
of the banks under the Bills of Exchange Act. The practical diffi- 
culties, in short, would outweigh any gain that might result from 
the saving in paper. Banking opinion certainly would not like to 
see any amendment, except for the most weighty reasons, of the 
Bills of Exchange Act which has so uniquely withstood the test of 
time. Nor could the banks be expected to consent to the use of 
hybrid documents (thus prejudicing their by no means complete 
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statutory protection) by customers whose indemnities could not 
be relied upon. Even if the public could be accustomed to endorsing 
such cheques as well as signing the receipt, there is always the 
difficulty that they might be construed as conditional orders to pay. 


NoNE of this, however, necessarily means that the problem is in- 
soluble. The desirability of dispensing with a separate receipt in 
present circumstances merely adds one more to the 

fhe Non- many arguments in favour of the general adoption 
a of a non- ‘transferable cheque. The mere clearance of 

such an instrument would be strong friima facie 

evidence that payment had been made to the beneficiary named, 
and possession of the cheque voucher, therefore would probably 
place the payer in as good a legal position as the possession of a 
receipt under present circ umstances. The use of a non-transferable 
cheque, however, as has been pointed out in THE BANKER on several 
occasions* might also permit substantial economies in man-power 
within the banks. Since no endorsement would be required, repeated 
examination for technical irregularities would become unnecessary. 
The payee’s name would, of course, have to be very carefully 
scrutinized by the collecting banker when the cheque was first paid 
in, to ensure that it was being credited to the correct account, but 
the paying banker would be relieved of all responsibility on this 
account. No question of forged endorsements could arise ; and in 
practice opportunities for conversion would be very limited indeed. 
As at present, the collecting banker would need to exercise caution 
in clearing cheques paid in by new customers, but there is no doubt 
that on balance the legal obligations of the banks would be diminished 
rather than increased. Nor is it very clear how this particular 
change could interfere with the accounting system of business firms. 


SOME mystification has been caused in recent weeks by the moderate 
evel of floating debt borrowing in relation to the quite substantial 
ney current deficit. Until the middle of the month, savings 
Floating ~~ were running at a level of little more than £20 millions 
Bae per week for large and small savings combined, while 
the Treasury bill offer and current demands on the 

banks for T.D.R. subscriptions have both been restricted to about 
the equivalent of nominal maturities. On this basis, it was par- 
ticularly difficult to see how the authorities financed the half-yearly 
War Loan dividend, since public deposits, as will be seen from 
the table below, were allowed to decline to the exceptionally low 
level of £7.6 millions on the eve of the dividend payment, while 
a week later they had actually recovered to £16 millions, even though 


* See for exa mple “ ” a the C heque Ob solete ? ’’ March, 1941. 
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the possibility of any substantial Ways and Means borrowing seemed 
to be strongly negatived by the sharp decline in Government 
securities. Presumably, the explanation is that current Treasury 
ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Government Public Bankers’ 

Circulation Reserve Securities Deposits Deposits 
May 27 788 .6 42.8 150.0 7.6 146.6 
june 3 ae ae 792.9 38.6 aa ..2 16.0 123.7 
June ro ne 5 793.7 37.8 140.2 8.9 131.1 
June 17 es a 793.2 38.4 144.5 II.9 133-1 


bill and T.D.R. payments were substantially in excess of effective 
maturities, owing to the prior encashment of Treasury deposits and 
special buying at some earlier period of the maturing Treasury bills. 
this would be consistent with the fact that the demand for bills 
in the market on the part of the clearing banks was very restricted, 
considering that bankers’ deposits appear to have been maintained 
at very comfortable levels. It was not until after the middle of 
the month, for example, that the banks first became willing to take 
September maturities even on a small scale, while the restricted 
outlet for bills was reflected in a sharp decline in T.B. tenders to 
by far the lowest figures seen since the Warship Weeks period. By 
all indications, the floating debt return for June should bear evidence 
of heavy prior encashments of Treasury deposit receipts in earlier 
months. 


[HE note circulation rose steadily to a fresh peak of £793.7 millions 

on June 10, but in the following week there was a slight decline for 

the first time in four months. From the corresponding 

_ Note date last year to the August peak, however, withdrawals 

— amounted to £30.7 millions, while to the Christmas 

Higher peak there was an expansion of as much as {114.2 

millions. Given a resumption of recent trends, there- 

fore, a further increase in the fiduciary issue can be expected with 

some confidence during the coming month, with a second increase 
as a possibility before the end of the year. 


[rt is hardly a coincidence that the disappointing level of savings 
during May was associated with a sharp rise in the note circulation, 
; and that the slowing down in note withdrawals co- 
Notes incided with a significant recovery in_ savings. 
Pm Assuming that on balance the additional notes are 

being paid out as income, and not merely in exchange 
for bank deposits or other past savings, they are necessarily acquired 
by the underspending of income—whether they are changing hands 
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rapidly or are retained by the original recipients—and must therefore 
be regarded as the counterpart of savings. Disappointing subscrip- 
tions to National Savings Certificates and Defence Bonds need not, 
therefore, indicate a disappointing trend in savings as a whole, 
however desirable it may be that savings should be invested in 
Government issues rather than be held in liquid form. The Budget 
White Paper figures make possible a comparison between savings 
through the medium of the National Savings campaign and savings 
asa whole. As will be seen from the following table, the ‘‘ Kindersley 
items ’’ as a proportion of net personal savings reached a peak of 
82 per cent. in the twelve months to June, 1941, thereafter declining 
to no more than 74 per cent. for the calendar year 1941. 

































Year to end of : 
Dec. Dec. Mar. June Sept. Dec. 


1938 1940 1941 I94I 1941 1941 
£m fm. £{m. £m. £m. £m. 

















Net personal savings* .. oT 143 555 674 734 780 815 
Savings Bank Accounts ae I 11g 160 197 208 214 
National Savings Certificates 3 168 182 204 207 213 
Defence Bonds .. v 7 —- 160 190 203 186 174 
‘ Kindersley items” .. 4 447 532 604 601 601 
As proportion of net personal % 7, * % % % 

savings a a oe 3 80 79 82 77 74 


* Including provision for accrued taxes. + Including increase in accrued interest. 


by a series of subtractions it is possible to deduce from the White 
Paper figures the change in savings for each successive quarter of 
1941, compared with the corresponding months of 1940. 

It will be seen that the second quarter of, 1941 
was an exceptionally good one for the Savings cam- 
paign, since the increase in the Kindersley items in those months 
was actually greater than in personal savings as a whole. During 
the first half of 1941 no less than 88 per cent. of an expansion of 
{17g millions in personal savings had its counterpart in a rise of 


Quarterly 
Comparisons 


Increase or decrease on corresponding quarter of 1940 : 
Rise in note 


Net personal ‘ Kindersley and coin 

savings items "’ circulation 
1941 {m. £m. £m. 
Jan.-Mar. .. ahs + 11g + 85 - F 
April-June .. - + 60 + 72 + 26 
July-Sept. .. - + 46 — 3 + 33 
Oct.-Dec. .. ‘ee + 35 0 + 7I 


£157 millions in the Kindersley items. It will be noted that over 
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this period the note circulation rose by no more than £33 millions. 
During the second half of the year, on the other hand, the note 


circulation increased by {104 millions, while a rise of £81 millions 


in personal savings was associated with an actual decline in the 
Kindersley items. The relationship is’ particularly interesting in 
the final quarter, when the Kindersley items were unchanged ‘and 
the rise in the note circulation was more than double that in total 
savings. If the increase in the note circulation represented current 
saving on the part of the working class, the implication seems to 
be that the personal savings of other sections of the community 
were actually lower than in the corresponding quarter of 1940. 
Alternatively, part of the additional notes might have had their 
counterpart in a conversion of past savings into notes—for example, 
the withdrawal of bank deposits owned by individuals, or a net 
sale of existing securities by individuals to institutional holders. 


No recommendations have yet been issued by the new committee 
under the Chairmanship of L aa Kennet, appointed by the Chancellor 
of the Exchequer some weeks ago to consider “‘ what 
The New practical measures, whether by way of some form of 
Kennet 
Committee COnCentration or otherwise, can still be taken to secure 
the greatest possible release of man-power in the sphere 
of banking, including investment trusts, finance and discount houses 
and stock exchange businesses, in ordinary insurance business and 
in industrial assurance.”’ The Committee will act in three panels, 
one dealing with ordinary insurance, another with industrial assur 
ance and the third with banking and allied businesses, including the 
discount market, and the Stock Exchange. On the whole, City circles 
welcome the appointment of the Committee, since it is felt that 
personnel has already been cut to the bone. Certainly, the figures 
published in THE BANKER recently indicate that the withdrawal of 
staff from the banks has been very heavy indeed, while banking 
opinion is agreed that any economy in staff from the further 
closing down of branches, unaccompanied by the closing of 
accounts, would be very limited in relation to the inconvenience 
inflicted on the public. In general, it would seem that any sub- 
stantial further release of man-power, indeed, is hardly likely to be 
achieved without radical changes in administration, such as_ the 
adoption of centralised book-keeping, or radical changes in practice 
such as the adoption of a non-transferable cheque, or a forcible 
reduction in the standard of service, for example by the elimination 
of marginal accounts. 
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THE increased liquidity of the building society movement, discussed 
in our April issue, is strikingly illustrated by the statistics for 1941 
baal issued by the Building Societies Association. On the 
oe year, the total assets of the Societies showed a small 
Liquidity ‘ecline of less than 1 per cent. to £749.1 millions. 
“Investment holdings, on the other hand, rose more 

than {24 millions to {78.2 millions, an increase of over 44 per cent., 
while other liquid assets (mainly cash) rose more than 11 per cent. 
to close on £27 millions. At the end of 1941, therefore, these two 
classes of assets represented more than 14 per cent. of the total, 
against 10.4 per cent. a year earlier. New mortgage lending, on 
the other hand, declined from over £21 millions to less than {10 
millions, against interest receipts of over {£31 millions, with the 
result that mortgage assets contracted by £33.9 millions, or 5 per 
cent., to £643.9 millions. The composite rate of income tax for 
1941/42 has been fixed at 5s. gd., compared with 4s. 1.85d. for the 
preceding year. This rate, it is pointed out, is effectively three and 
a half times that of pre-war days. Nevertheless, the arrangement 
continues to be of importance to building societies and their members, 
and is obviously of advantage to the Inland Revenue in dealing 
with tax in respect of the interest on nearly three million accounts. 


THERE will be widespread satisfaction at the conferment of a barony 
on Mr. J. M. Keynes. As a member of the Chancellor of the Ex- 
chequer’s Consultative Council, Mr. Keynes has for 
Mr. Keynes some time occupied an advisory position in the 
a Peer Treasury, while in September last he became a director 
of the Bank of England. Perhaps even more valuable than these 
direct services to the country, however, have been Mr. Keynes's 
indirect services in raising the standard of British economic thought 
and: thus opening the way for an intelligent monetary and fisca; 
policy. The House of Lords will, of course, provide him with an 
excellent platform. In welcoming this recognition of Mr. Keynes’ 
unique abilities, however, the hope will be felt that his elevation 
to the Upper House does not foreshadow any lessening of his active 
participation in public affairs. Mr. Keynes is far too valuable a 
person to be allowed to fall into the role of an elder statesman and, 
providing his health permits, it is to be hoped that he will take an 
active part in the planning of post-war reconstruction. Another 
welcome announcement in the birthday honours list was the bestowal 
of a knighthood on Professor T. E. Gregory, Financial Adviser to 
the Government of India since 1938. Professor Gregory has always 
had a special association with banking. After taking an active part 
in the work of our own Macmillan Committee, he served on currency 
commissions in Eire and Australia, and he was the author of the 
centenary volume of the Westminster Bank. 

















8 ~~ THE BANKER 


The Post-War Exchange Regime 


HE rehabilitation of world trade after the war has recently 
been the subject of numerous pronouncements on both sides 
of the Atlantic. Without exception, the American statements 
have been animated by an intensely liberal spirit which promises 
well for the future of the world, whether they have come from 


prominent members of the Administration like Mr. Wallace and i 


Mr. Sumner Welles or from unofficial sources like the “ Fortune ” 
survey. They indicate a clear resolve to promote the fullest possible 
international exchange, not only by the removal of restraints but 
more positively by helping to raise the productivity of undeveloped 
areas. What is less encouraging is that the implications of the 
Atlantic Charter seem, ironically enough, to be far less readily 
recognised and accepted i in some circles in this country, which stands 
to gain above all others from the utmost freedom of trade. Indeed, 
the report of the Federation of British Industries goes out of its 
way flatly to repudiate the basic principles of the Charter. 


(i) Pessimism: the F.B.I. Report 


‘ It is easy to talk of Anglo-American cooperation,’’ this depress- 
ing document argues, ‘“‘ but we must be realistic and face the diff- 
culties. . . . After the war we shall not be in the same favourable 
position as in the past. Instead of being a creditor we shall be a 
a nation, to an unknown extent, in view of the implications 

‘ lease-lend.’ . A large part of our overseas assets will have 
“eit hypothec ated and in certain cases destroyed. Our ability to 
render services may for the time being have been reduced. -The 
stability of our currency and foreign exchange situation will be in 
danger. In such circumstances the view is widely held in industrial 
circles in this country that we must, at any rate for some considerable 
period, rely upon a policy of directive imports, on the assumption 
that we only import from overseas countries those essential com- 
modities for which such overseas countries are prepared to accept 
payment by the only means which will be open to us, 1.e., by the 
export of our own products and such services as we can render. 
In effect, almost a system of barter or, at any rate, a system of 
bilateral trade which will regulate our imports by our capacity to 
pay for them. This involves import and export controls, possibly 
by quota, preferential treatment of the imports of those countries 
which are prepared to assure us of the means of paying for them, 
and exchange control. Otherwise our economic stability crashes, 
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owing to our importing beyond our ability to pay, which is the 
road to national bankruptcy.” 


Any notions about equal access to ‘trade, in other words, can 
be dismissed as the pipe-dream of unpractical visionaries like 
President Roosevelt and Mr. Churchill. The realistic business man 
will continue to think in terms of the restrictionist paraphernalia 
that did so much to aggravate and prolong the depression of the 
‘thirties. It is undeniable that this country’s loss of overseas income 
will present an extremely difficult problem of adjustment. But 
careful examination is needed both of the F.B.I.’s postulates and 
its conclusions. Far too black a picture is undoubtedly painted of 
our post-war situation. It is stated that we shall be a debtor instead 
of a creditor nation; if this means, as it should, that our balance 
of payments will necessitate an actual surplus of exports instead 
of the former import surplus it is clearly an exaggeration. It is 
stated that the stability of our currency and foreign exchange 
situation will be in danger; this is an unproven assertion. It is 
implied that the only possible adjustment to a deterioration in the 
balance of payments is a resort to bilateralism, quotas and pre- 
ferences ; this, too, begs a good many questions. 


The tacit assumption on which the F.B.I. report is based, in 
fact, seems to be that international trade after the war will be 
conducted in an atmosphere of cut-throat economic nationalism, 
in which any attempt to establish a reasonable system for the 
regulation of international payments would be futile. Since the 
worst can always happen, this gloomy view may undoubtedly prove 
justified. But is it absolutely necessary to base our plans for the 
future on this defeatist attitude ? Much of the trouble after the 
last war was due to the war debts; by the Mutual Aid Agreement 
of February, this country and the United States are committed to 
a settlement which will not burden commerce but actually promote 
the betterment of world-wide economic relations. Much of the 
troubles of the ‘thirties was due to mistaken monetary policies and 
a cumulative shrinkage in demand; after the war there will be a 
iarge back-log of unsatisfied requirements, while the doctrine ol 
full employment as the basis of monetary policy is widely taken for 
granted. In disc Ussing the future of sterling in our May issue, we 
suggested that “‘ the obvious and straightforward solution would 
seem to be an appropriate adjustment in exchange rates to a level 
consistent with the maintenance of full employment at the level 
of prices ruling after the war,” since in a favourable environment a 
comparatively moderate devaluation of sterling might suffice to 
restore equilibrium. This view seems to find support in a fresh 
analysis by Mr. A. J. Brown, published in the Oxford Economic 
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Papers. In flat contradiction of the I*.B.1. thesis, the writer concludes 
that “ the British exchange is likely to be stable in practically any 
imaginable circumstances '’; and he suggests that “ to fill a gap 
in our balance of current items equal to, say, x per cent. of our 
equilibrium imports (or exports) of goods and services, a depreciation 
of sterling by probably a good de val less than 2x per cent. would 
suffice.” 


No more than the merest guesswork is, of course, possible as to 
what this estimate might mean in practice. Assuming —as seems 
to be the case—that before the war the pound was reasonably 

valued against the dollar on current account at something like 
$5.00 to the f, and that we shall have lost overseas income equivalent 
to some 25 per cent. of normal imports, it would seem to imply 
depreciation by “a good deal less’ than 50 per cent. to some rate 
appreciably above $2.50—let us say $3.00-$3.50. The general 
implication is clearly encouraging, but calculations based on past 
experience can be no more than the most flimsy guide to the future. 
Before it will be possible even to hazard a guess at the post-war 
relationship of the two currencies many factors have still to work 
themselves out, including the relative movement of price levels 
and the general framework of post-war trade. What can be said is 
that it is most desirable that the equilibrium rate should be as high 
as possible. It should therefore be a major object of policy, first to 
prevent any further rise in the money rate of basic wages (as distinct 
from overtime wages, which are a necessary incentive to additional 
wartime effort), and secondly to raise to the utmost the productivity 
and efficiency of the export industries and of industry in general. 
With the same objects, a close watch should be kept on all forms 
of restriction and monopoly. At present, the State intervenes to 
regulate price policy only in such obvious instances of monopoly 
as the railways and public utilities ; such regulation should be 
extended to any industry in which a high degree of monopoly exists, 
either through the domination of large technical units or cartel 
agreements. On the Labour side, too, it is not evident that the 
right freely to negotiate wages also confers a right to enforce re- 
strictive practices-—avowedly intended to keep down the output of 
individual worker in the interests of employment—which have the 
effect of raising costs and preventing the adoption of modern 
technique. Nor is there a self-evident right to restrict freedom of 
entry into the occupation concerned, creating labour bottle-necks 
at key points and preventing labour from moving where its pro- 
ductivity is highest. The economic justification of “Trade eiggeow ag 
is to enable workers to secure their full marginal product, not 
monopoly revenue at the expense of those forced into less remunera- 


25% 


nati ES 


a FT 


or 


ies 


ap 
ur 
yn 


to 
ns 
ly 
ke 
nt 


te 
al 





THE POST-WAR EXCHANGE REGIME 11 


tive employment. These are only examples of many thorny political 
issues that must be faced if this country is once again to compete 
effectively on the world market. It may well be desirable, for 
example, so to operate the raw material controls as to secure the 
continued manufacture of utility lines. 


(ii) Optimism: the “Fortune” Programme 

With the best will in the world, however, our economic salvation 
cannot be worked out entirely at home. It must depend even more 
upon the policies adopted by the United States. With every justifica- 
tion, the F.B.I. report complains that: “In the past the basis of 
American popular thought has been the protection of American 
living standards against competition from countries with a lower 
standard of life or costs.’’ That this ancient fallacy is no longer 
universally held, however, is evident not only from official pro- 
nouncements but from the startlingly liberal programme recently 
outlined by “ Fortune.’ Naturally, it is difficult to judge how far 
such ideas command acceptance among the American public, still 
less how they will appeal to the Administration of 1944. To find 
such proposals coming from an American source, however, is itself 
sufficient to render them worthy of examination. 


America and Britain, it is suggested, should conclude at once a 
series of agreements aimed at creating a single free area for enterprise 
making possible new opportunities after this war for exports and 
imports and bringing about rising national incomes. “ The first 
step in this programme would be a joint declaration by the President 
of the U.S. and the Prime Minister of the United Kingdom (taken 
after consultation with the Dominions, Latin America, and the 
other United Nations) expressing the hope that concrete steps to 
implement the Atlantic Charter would soon be taken toward creating 
liberal trading areas applying eventually to all the United Nations, 
depending on the wishes of each Ally. Asa first step in this direction, 
the United States and United Kingdom should declare that any 
tariff restrictions on their own trade would come to an end, say, 
within six months from now. 


“In fact, the abolition of such tariff restrictions would be of 
more symbolic than material importance since most Americo- 
British trade is now subject to wartime licence. But as war controls 
are gradually lifted after the end of hostilities as part of a joint 
U.S.-British demobilization plan, first in one sphere of economic 
activity and then in another, trade would begin freely to flow 
throughout the whole Americo-British area (which eventually will 
expand) without hindrance of tariff, licence, quota, exchange control 
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or subsidy ; with the exception of excise taxes, designed for revenue 
purposes, and with the further exception of a limited sector where 
permanent international regulation may be deemed necessary, as in 
the case of aviation, shipping, and certain fields of raw materials. 


‘Free migration would be authorized for nationals of the U.S. 
and the United Kingdom and such Dominions as join the area. 
An Americo-British currency agreement providing for the return 


to some form of gold standard should be concluded. In making a § 
currency agreement it is important that a dollar-sterling rate be | 


established for the post-war period more favourable to British 
exports than in the thirties. 


‘The creation of this free market area implies the creation of § 


certain joint administrative machinery such as a joint Foreign 
Trade Council. This body would have as a major task a study ‘of 
the problem of unifying the tariffs and other controls against nations 
unwilling to come in. . . . A similar financial committee might be 
created to watch over the exchange situation as well as over general 
currency and monetary problems. While the benefits of this free 
market area would not be automatically extended to the rest of 
the world, we should immediately offer to extend such benefits 
to any member of the United Nations willing to assume the obliga- 
tions of the free market. Finally, after victory is won, the area 
should negotiate with the defeated Axis countries !ooking to their 
eventual participation in a common economic life. 


“Some of the United Nations will have special problems and 
may not wish to return to the free market. America and Britain 
should show a sympathetic attitude toward the special problems of 
each of these countries, endeavouring to work out arrangements on 
a pragmatic basis. In addition to lowering or wiping out tariffs 
in behalf of this area, every member would give guarantees with 
respect to a stable currency, and agree to give up dumping, two-price 
systems, and other unfair trade practices within the area. When a 
United Nation agreed to participate fully in the free market area 
it would be granted membership in the Foreign Trade Council. 


“ Finally, the United States should create a Reconstruction 
Fund of several billion dollars, taken from its huge gold reserves. 
Nations lacking working capital in the Reconstruction Period should 
draw against this fund in accordance with a plan approved by the 
United Nations. Any nation doing so should accept the principles 
of the free market area, while the United States should make it 
clear that with the creation of this fund it would terminate Lend- 
Lease grants during the post-war period. Any foreign Government 
wishing further financial aid should borrow it. 
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“In the absence of such assistance, the leading belligerents, 
including Britain, would find it difficult after the war to allow trade 
freely to take place. And the tendency of such nations would be 
carefully to balance off imports and exports, thus involving an 
indefinite extension of wartime trade controls, ending up probably 
in struggles for markets, collectivism, and a new war. Now it is 
to the interest of the U.S., the world’s wealthiest power, to prevent 
the return of this kind of international anarchy. We should therefore 
create this Reconstruction Fund as an outright grant. Such a 
fund, together with the $7 billion frozen assets in the U.S., should 
give impoverished nations the working capital necessary to participate 
in the free market area, without burdening them with a new debt, 
and thus avoid the catastrophic mistakes bound up with the repara- 
tions and inter-Allied debts after World War 1. 


‘‘ Such are the three proposals looking toward a common economic 
policy ; first, the creation of a free market area between Britain 
and America, as a step toward a larger area embracing other nations 
(including the Dominions) willing to join; second, the creation of 
a joint committee to work out common demobilization policies ; 
and third, the creation of a Reconstruction Fund by the U.S. out 
of its gold reserves, making it possible for its allies to return quickly 
to the free market area after the war. 


“ The creation of the proposed free area would act to stimulate 
mass-production industry in both Britain and America. Limited 
to a sure market of only 46 million, British industry cannot profitably 
adopt the mass production methods employed by industrialists in 
America having a market of 132 million. But once British industry 
has free and stable access to this country and other areas, it can 
afford to improve its technology, thereby reducing its unit costs. 
There is little danger that Britain can seriously damage American 
mass-production industry, despite our superior wage rates, simply 
because of our constantly advancing technology, bringing lower 
unit costs. Moreover, in contrast to Britain, our capital plant will 
presumably be unimpaired by bombing when this war is over. If 
America and Britain, having integrated their own economies, take 
the lead in creating conditions for a world-wide post-war expansion, 
there will be innumerable opportunities for the mass-production 
industries in both countries. 


“It is only by such an expansion that the problem of war 
generated capacity can be successfully met. This kind of free 
market would, moreover, create the competition so badly needed 
in America (and possibly even more so in Britain) to strike at re- 
strictive prices arising out of so-called ‘‘ monopolistic competition ”’ 
“hich so far have defied the U.S. anti-trust laws. It would also 
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increase the living standards in both countries. . . . If Government 
after this war, lacking a real programme, follows the politically easy 
course—as both Democratic and Republican administrations have 
been wont to do in the past—of granting the piecemeal demands 
of marginal groups, permanently freezing unneeded capacity, or if 
Government allows a speculative boom to take place followed by a 
violent collapse, it will make economic chaos probable. . . . The 
answer to the pressure group is a positive long-range programme. 
And the strongest argument for beginning with a free area between 
America and Britain, rather than with a universal solution, is so 
that the Governments concerned can supplement the attack on 
trade barriers in this area with parallel policies of domestic expansion 
that will extend indemnities to those badly injured by the transition 
and eventually open up new and more productive outlets for any 
plants and workers dependent in the past upon either war orders 
or high tariffs. The aim should be a dynamic and expanding economy 
wrought by the efforts of individuals and groups striving on the 
ree market, subject to broad government directives and controls.” 


Here, obviously, is a welcome antithesis to the economic 
philosophy of the F.B.I. It is assumed as a matter of course that 
exchange stability and the removal of impediments to trade are not 
only politically attainable but offer the complete solution. For such 
a view there is much more to be said than popular thinking supposes. 
Given a free regime of this kind, and the political stability which is 
an antecedent condition of it, for example, there would be no reason 
to fear the panic flights of short-term capital and waves of currency 
speculation that played so disruptive a part in the early 'thirties. 
However desirable free trade and free exchanges may be as an 
ultimate objective, however, the proposals certainly under-estimate 
the dislocation that would result from their immediate adoption in 
a world which has diligently fostered high-cost capacity. Neither 
the hot-house agriculture of the old world nor the hot-house industries 
of the new countries could hope to survive in competition with free 
imports. 


In the long run, undoubtedly, it is desirable that they should not 
survive. It is not, fundamentally, the cheaper competitive imports 
which make it impossible for such industries to produce at a profit, 
but the high level of internal costs—which merely expresses the fact 
that the resources employed could be used to better effect in other 
lines of production. Two difficulties, however, stand in the way of 
anything but the most gradual return to the more economic dis- 
tribution of resources: rigidity of money costs, and the lack of 
mobility of real resources. And the same problems, of course, are 
presented by any sudden change in demand or technique. In this 
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country, at any rate, it is universally assumed that the broad aims 
of the Atlantic Charter are compatible with special arrangements 
for the protection of particular types of high-cost production. 
Tariffs and export subsidies, for example, may in some circumstances 
be no more than an alternative to currency depreciations that 
would menace general exchange stability. 


What is essential is that such measures should be mutually 
agreed. The concept of full employment as the basis of monetary 
policy is an intrinsic element in assuring “freedom from want. 
3ut it is evident that full employment in one country may tend to 
cause unemployment elsewhere. For example, country A may 
argue that its currency should be allowed to fall to a point that 
would assure full employ ment for its basic export industries ; but 
this would menace full employment in domestic industries of country 
B producing competitive products. This being so, country B could 
present a strong case against the depreciation of currency A or in 
favour of imposing a tariff on imports. Obviously some attempt 
is needed to ascertain the most efficient international “ division of 
abour "’ which would be mutually accepted as the ultimate objec 
tive. Meanwhile, agreement is necessary upon some sharing of the 
world market which would take into account also such factors as 
the importance of a particular industry in the general economy of 
each country and the mobility of the resources at present ndleeed 


in it. 


Nor is it only in relation to individual industries that the concep 
of full employment presents difficulties, but also in fixing reason< ible 
exchange relationships between currencies. We are only too familiar 
with the proposition that, if money costs are rigid, deflation will 
correct an unfavourable balance of payments only by creating un 
employment and reducing the national income. The obverse of 
this proposition,is that a credit policy consistent with full employ- 
ment may upset the balance of payments. This point will be 
especially vital after the war for this country, which has lost a large 
part of its former income from overseas. The free exchange regime 
proposed by “ Fortune ’’ would impart a tremendous stimulus to 
our export industries but it would not in itself offer any solution 
of our balance of payments problem. The “ Fortune ’’ programme 
assumes that this wou!d be disposed of merely by fixing a dollar- 
sterling rate more favourable to British exports. As has been seen 
there are grounds for believing this to be true, but it cannot be 
taken for granted. In particular, the repercussions on capital 
account of a severe depreciation of sterling must be borne in mind. 
In this case other possibilities must be considered. An American 
contributor to Oxford Economic Papers, Mr. C. j. Hitch, argues 
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‘ 


that the least objectionable would be “a combination of non- 
discriminating restrictions on (a) unnecessary imports and (6) capital 
exports, coupled with measures to increase exports of goods and 
services to the point which will render these restrictions unnecessary.”’ 
This conclusion may be compared with that put forward in our 
May issue. The F.B.1. might well take note of Mr. Hitch’s incidental 
remark that: ‘‘ The freest possible multilateral world trade is so 
obviously in the long-run interest of a national of forty-seven million 
living in a small area that this should be clearly formulated as the 
aim of British commercial policy ”’ 


(ii) Ingenuity: the Feis Scheme 


But we must not allow this country’s special problems to obscure 
our view of the post-war problem as a whole. In American eyes, 
it is very Clear, the problem of raising the productivity of undeveloped 
areas in the long-run interest of world trade bulks at least as large. 
To this end, a proposal as unorthodox as Lease-Lend and perhaps 
with equally great possibilities has been put forward, in a personal 
capacity, by Mr. Herbert Feis, of the U.S. State Department. 
‘ Reduced to its simplest terms, his proposal,’ according to The 
limes report, “is that at the beginning of each year the American 
Government would set aside a designated sum of dollars, say three 
or four billion, which would be allocated among the various countries 
for specified purposes. To the extent that each country drew upon 
its allocation it would in return make available to the United States 
a corresponding sum in its own currency at a fixed rate of exchange. 
If at the end of a specified period, say two years, any of the foreign 
countries had not used all the dollars allotted to it, the unused 
remainder would be cancelled. Similarly, if the United States had 
not used the full amount of the credits in foreign currencies received 
in exchange, the remainder would be cancelled. The arrangement 
would be self-liquidating and—what is most important—no per- 
manent debt would come into existence.’’ If such an arrangement 
could be developed into a system internationally organised and 
administered, it “should serve to establish a minimum assured 
basis for the movement of goods, thus increasing the stability of 
world trade and lessening competitive pressure to export. It would 
also lessen the injurious effect of trade restrictions, and stimulate 
the inclination of each country concerned to find ways to absorb 
products from abroad ; it could be used to give special assistance to 
countries passing through a difficult phase ; and, finally, it could 
be so shaped as to help those countries which in the past have 
participated in world trade on unsatisfactory terms, thus making 


i See 


a | ae , Caiay 


peite SN te 





7 ee ee ee ee, ee ee 


~ ~*~ 


as 


non- 
pital 
and 


ry.” 

our 
ntal 
iS SO 
llion 
, the 


cure 
yes, 
yped 
irge. 
1aps 
onal 
ent. 
The 
ican 
hree 
Ties 
pon 
ates 
nge. 
ign 
ised 
had 
ved 
lent 
Der- 
ent 
and 
red 
r of 
uld 
late 
orb 
> to 
uld 
ave 
ing 


Wi: 


poe Spueiapeeaae TS hee 


POA. % 


EE i a Bea Te ae SRR eae 


3 





THE POST-WAR EXCHANGE REGIME 17 








it less likely that they would become centres of discontent and 
political unrest. All these results, Mr. Feis believes, might be 
achieved without impairing or restricting the trade activities of 
individuals at any vital point and without any excessive disturbance 
of the working of international competition.”’ 


Obviously, the project has much to commend it. As a fillip to 
trade, it rests upon the view that exporting countries would be no 
worse off if they received no payment for their goods than if the 
demand for their products were to be strangled by currency difficulties 
in their potential markets. Similarly, as an alternative to inter- 
national lending, the implication is that the indirect long-run 
benefits to world trade of an export of capital to undeveloped 
countries would render the export worth while, even in the absence 
of interest. All this is good sense if in fact the alternative would 
be widespread under-employment. The adoption of some such 
plan instead of exchange control and other forms of economic 
nationalism might well have succeeded in preventing the deflationary 
spiral of the post-1930 slump. None the less, it should be carefully 
considered whether the system would in fact be free from the objec- 
tions, which Mr. Feis clearly foresees, of restricting individual trade 
activities and disturbing international competition. At bottom, the 
arrangement is a form of pump-priming extended to the international 
sphere ; might it not suffer from the well-known defect of pump- 
priming, that just as officially organized investment tends to be 
offset by a decline in private investment, so might the artificially 
induced trade be offset by a decline in normal trade ? 


First, it should be noted that a mutual exchange of credits in 
domestic currencies would tend to stimulate trade only if one starts 
from a regime of exchange restrictions. In this case, the grant of, 
for example, a dollar credit to this country would permit our au- 
thorities to issue licences more freely for imports from dollar countries. 
If no goods were demanded in return, the exchanges would not be 
affected ; if quivalent goods were purchased from us in return, 
then our dollar purchases would still not lead to any pressure on 
sterling. On the other hand, our exports over the period would 
not have produced dollars available for any purposes other than 
the import of American merchandise, such as the payment of debt. 
If the state of accounts between this country and the United States 
necessitated an actual import surplus into the latter country, the 
arrangement would be of no avail. If our balance of payments 
were not to be indirectly prejudiced, it would be necessary to ensure 
that goods exported under the sterling credit were fully additional 
to those that would have been exported in any case—which assumes 
an extremely high elasticity both of supply and demand. In a 
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regime of free exchanges, moreover, the,arrangement would not 
stimulate trade at all. The volume of mutual trade between the 
two countries, given free exchanges, is determined simply by relative 
price levels and exchange rates. The official swap of dollar-sterling 
credits would not in itself make the products of each country any 
more attractive to buyers in the other. If the rate of exchange at 
which such credits were made available to private importers differed 
from the market rate, of course, then there would be a stimulus to 
imports in one country, but the effect would necessarily be precisely 
the opposite in the other country. 


Now consider the arrangement as a substitute for international 
lending. For an unde elope -d country with a very low standard of 
living, acceptance of the arrangement might be most embarrassing 
if it were not known in advance whether goods would or would not 
be expected in return within a measurable period. A dollar credit 
available for the purchase of capital goods might be very welcome, 
for example, to China, if that country could be assured that it would 
not be expected to ship goods in return, even though part of the 
additional productivity resulting from the import of capital had 
to be paid away in interest. The position would be very different 
if at any time within two years, or even a somewhat longer period, 
the Chinese Government might have to raise taxes or an internal 
loan for an equivalent amount, restricting the purchasing power 
of the Chinese population in order to release consumption goods for 
export. China, in other words, could benefit enormously from 
genuine loans from abroad, but one of the reasons why her standard 
of living is low is that she cannot afford to buy capital goods from 
abroad. The Feis arrangement does not break this vicious circle. 


Supposing, on the other hand, that China could be assured that 
the capital goods wauld be received under the Feis arrangement as 
an outright gift through the cancellation of American claims at the 
end of the period. Similar goods from any other country, such as 
Britain, would then become unattractive at any price. The arrange- 
ment, in this aspect, is in fact nothing more than the reductio ad 
adsurdum of exchange dumping, and would no doubt be regarded 
as such by any country suffering from under-employment in export 
industries capable of supplying the Chinese market.* Even so, the 
scheme would still be worth while if all countries were in agreement 
that in its absence China would not in fact provide a market for 
their exports, even ee long-term credit of the normal type. 





*It would be similarly resented by any densesie iniiantaiing in the receiving 
country producing goods competitive with the free imports. 
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But it is clearly an essential feature that ‘‘ undeveloped zones 
should be differentiated, by general agreement, from “ commercial 
trading zones.” 


If this demarcation were achieved, the gift system might over a 
period succeed in raising the productiv ity of a country which could 
not attract capital on any normal basis owing to disturbed internal 
political conditions. The development of ‘Latin-America hi ardly . 
suggests, however, that investors in the developed countries are 
unwilling to bear such risks on terms which still permit the debt 
service to be paid out of the product of the imported capital, and so 
leave the capital import attractive to the borrowing country. In 
recent years, indeed, foreign lending ‘has always been criticised on 
the ground that the record of default shows investors to be over- 
confident or even foolhardy. And if money is to be lost (i.e. goods 
exported without return) it is not clear that governments are better 
situated to take the risk than self-selected investors carefully weighing 
up the risks against the prospective return. Even in a rich country, 
there will be sections of the community, scarcely less depressed than 
those in the undeveloped areas, who may be expected to argue 
forcibly that charity begins at home. In the long run, it is true, 
the indirect benefits to world-trade as a whole from an increase in 
the productivity of the undeveloped countries might be so great 
as amply to repay the initial investment of the country making the 
gift. To convince the general body of taxpayers that it is sound 
business to raise taxes or loans for the purpose of shipping goods 
abroad without payment, however, does not sound the easiest of 
tasks. 


The Feis scheme, in short, might succeed as nothing else could 
in freeing the exchanges s at a time of intense depression accompanied 
by exchange control. Under more normal conditions, it is open to 
a number of objections. If these objections have been underlined 
it is not in any spirit of destructive criticism but to demonstrate 
that its working. assumes a high degree of goodwill and enlighten- 
ment, both within countries and between countries. And if this 
can be assumed, it should be possible to regulate international 
payments—both on current and capital account—on more con- 
ventional lines. 
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A Policy for British Exports 
By Richard Fry 
(Financial Editor of the Manchester Guardian) 

ROM the day when the U-boats finally disappear from the seas, 
Pati country will be ringing with exhortations to all concerned 

to ‘“‘export or die.’ It is starting already. At Manchester 
University, the other day, Mr. Keynes gave Lancashire a piece of 
his mind. ‘ The future prosperity of this country,”’ he said, 
‘“ depends on a great expansion of our export trade. With that 
assured, the rest is comparatively easy. Without it, our good hopes 
for the future are sunk. It simply must happen. We must increase 
the volume of our exports by at least 50 per cent. compared with 
1938.” A great part in the campaign would have to be taken by 
the textile and engineering industries of Lancashire, which must 
organize an abundant output of the goods most likely to be wanted, 
at the lowest possible cost. ‘‘ It will be for other people,” Mr. Keynes 
added, ‘“‘so to order the economic relations with the rest of the 
world that these goods can be marketed and Lancashire receive 
a proper reward. It is my firm conviction that we can do it. But 
it is not a matter of can or can’t—we must.”’ 

That is a confident view, not only of the trade openings in the 
post-war world, but even more so-of Whitehall wisdom: Manu- 
facturers and merchants have not, on the whole, gained from previous 
experience any idea that they can safely rely on the Government 
to frame the proper export policy. And the first point that will 
trouble their minds is that in the critical years immediately after 
the war the success of their sales campaign will depend more than 
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ever on Government action. All the world over, when the war | 
begins to end——for it might not end everywhere at the same time— | 


the people will clamour for goods, shops will be empty, factories 
will be short of raw materials, and it will be possible to sell almost 
anything almost anywhere. The difficulty will be to find something 
to sell. The gradually increasing output of our factories will be 


TEs 


eagerly desired by our own people, who will have empty houses | 


and full pockets. There will be a serious danger of runaway inflation, 
because the land will be running with cash, the discipline of the war 
will be relaxed, and the output of the factories will not be sufficient, 
for a time, to satisfy the demand. Any sharp rise in prices 
would either handicap exports or call for an excessive depreciation 
in sterling. Hence it will need a strong Government both to restrain 
the release of purchasing power and to set up a priority organization 
capable of withholding a portion of the early peace output from 
British consumption so that exporters shall have something to offer 
in foreign markets at reasonable prices. 
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A high grade of priority for exports in the allocation of raw. 
materials, shipping, travelling facilities and other scarce resources 
in the early post-war period may well be the key to the solution of 
another problem. Trouble number two, the loss of export markets 
during the war, is the exporter’s biggest nightmare. The danger 
is obvious, seeing that our firms were hanging on to many markets 
by the skin of their teeth even in the thirties, when Germany and 
Japan devoted their main effort to armaments and not to production 
for export. Since 1941, British exports to most markets outside the 
United States have been steadily restricted, and in some cases 
stopped altogether. Either the markets have come under enemy 
control, or the manufacturers were deprived of raw materials and 
labour, or export permits were withheld owing to lack of shipping 
or American objections to the use of Lease-Lend supplies for re-export. 
On the last point we have recently had a comment from Mr. Richard 
Stokes, M.P., chairman of Messrs. Ransomes & Rapier, who said 
at the annual meeting of his firm: ‘“‘ Unless the Lease-Lend arrange- 
ments are fairly worked we shall end the war with the whole of our 
export trade in the iron and steel industry gone.”’ If this is meant 
to imply that we shall also have lost our ability to regain that trade, 
Mr. Stokes was probably too nervous. It is often forgotten that 
while we cannot supply our former customers abroad no one else 
can. There was a short period during which these customers could 
in fact turn elsewhere. The United States had still certain goods 
to spare for export to Latin America until last winter ; and Japan 
was exporting to some of our neglected markets until the sanctions 
were applied last summer. What Japan will be able to do after 
the war is a problem for the Admiralty rather than the Board of 
Trade. As for Mr. Stokes’ supposed competitors in the United 
States, any one who reads current trade reports from Latin America 
can see that even highly essential supplies are not coming along 
from the United States any more freely than they are from the 
United Kingdom. 

On the other hand, whoever is first with travellers, samples, and 
actual deliveries in the hungry markets after the armistice will have 
an important advantage. The speed with which British manu- 
facturers can adapt their plant and organization from war to peace 
work, and the speed with which the export agents can be on the 
spot with offers, may have a direct bearing on our chances of trade 
recovery. That is why Government priorities for export in the early 
months will be essential. From the views of Mr. Keynes on the 
importance of post-war exports, it may be taken that the urgency 
of the matter will be fully represented to the quarter which might 
be expected to raise the greatest objections, namely, the Treasury, 
whose struggle against inflation will be made no easier by an extra 
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cut in the supply of goods for the home market. Meanwhile exporters 
must themselves realize the supreme importance of post-war speed. 
One engineering firm known to the writer has had to stop exports 
almost entirely and to turn over to war products. It has put a first- 
class man in charge of a small export department to prepare a careful 
study of foreign developments that might affect export opportunities, 
and to scour the country for inventions, patents, and ideas. He has 
already got detailed mechanical plans for using various parts of the 
war products now being made for a new article which he expects 
to be in great demand abroad ; and the designs of the things which 
the firm intends to make are being adapted to the machinery at 
hand. It is to be hoped that this sort of forethought will be on 
the agenda of the Committee of Twelve set up by the President of 
the Board of Trade to study post-war export possibilities. 

Apart from any competition of American and other exporters, 
we shall find our old overseas markets greatly changed by industrial- 
ization. That is not a new problem, and much of this industrial 
development in countries formerly devoted to agriculture and mining 
was bound to come, war or no war. Growth of population is the 
chief cause. Wars and trade depressions naturally stimulate efforts 
to find more remunerative work for the people by providing factories. 
At any rate, some of the countries that used to buy manufactures 
from Britain are now making them, or going to make them, at home. 
Argentina is am interesting case. As in all other Latin American 
countries, industrial goods are very short, as neither the U.S. nor 
Britain can supply, or ship, what is needed ; and there is no other 
supplier. On the other hand, exports are large. The result is that 
Argentina is accumulating surpluses of both dollars and sterling, 
and these are certain to increase as the war goes on. In addition, 
there has been a considerable influx of foreign capital in the last 
twelve months or so. All that began rather suddenly. In r1g40 
there was still such a shortage of foreign exchange that a dollar 
credit was sought in Washington; by the time the agreement 
came before the Argentine Parliament the loan was no longer needed 
and ratification was refused. Having now plenty of capital and little 
use for it abroad, the Government appointed a commission to 
study plans for industrial development. A number of important 
projects have already been worked out. They concern the develop- 
ment of water power, construction of new roads and railways, 
improvement of ports, new mining enterprises, and so on. Manu- 
facturing industries seem to be left to private investment, of which 
there is at present no lack. Now many of these plans will not be 
completed until equipment and machinery can be obtained from 
abroad. A great demand for capital goods is thus awaiting the 
end of the war. As the Argentine Central Bank points out in its 
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last annual report, Argentina will have no option but to use its 
growing sterling and dollar balances for purchases in Britain and 
the United States. British exporters need not fear, therefore, that 
they will be out of the running just because they “‘ lost ’’ the market 
during the war. But they must study what is going on and prepare 
to adjust their post-war production accordingly. 

Similar developments are taking place in many other countries, 
and this brings us to an interesting controversy. Mr. Harold 
Harwood, the chairman of the Fine Cotton Spinners’ and Doublers’ 
Association, made a shrewd reply to the statement by Mr. Keynes 
that was quoted at the beginning of this article. Mr. Harwood took 
Mr. Keynes to mean that Lancashire ought to go in for mass 
production of cheap goods, and this was his comment: “ That is 
~ good to us. The decisive factor in our export trade must not 
be price, but quality. That’s how we got the trade, and that’s how 
we shall keep it. We want to sell moderate quantities of something 
good, something, if possible, that we make better than other people. 
To do this we must enlist the co-operation of those who are to-day 
the arbiters of fashion—the artist, the designer, above all the chemist, 
in the bottom of whose test-tubes lie the seeds of our prosperity.” 
To describe this as a controversy is probably wrong, for Mr. Keynes 
did not say he wanted goods at the cheapest possible “ price ’’ 
but at the lowest possible “‘cost.’’ But it is true that there are 
two sides to the export problem: the efficiency of production that 
reduces costs, and the inventiveness which gains markets where 
competition is not yet fierce. Mr. Harwood at any rate gave full 
recognition to the fact that our decision what to produce must be 

guided primarily by demand. Whatever our special aptitudes, 
it would be suicidal to turn out durable, high-class products if a 
market exists only for low-priced, mass- produced articles. 

Besides the quality of the goods, there is the quality of the 
exporter. That is an old story, and one is always being told that 
things are not so bad as they were. But only the other day the 
chairman of one of the War Export Groups, in a letter to The Times, 
sole smniy wrote the following verdict on the use of merchants :— 

The export merchant thoroughly British in origin and outlook has 
been of considerable service, and to him the smaller units of produc- 
tion owe a great debt of gratitude. Such a merchant by long years 
of hard work has contributed immensely to the development of 
British export trade. Nevertheless, manufacturers should be on 
their guard against firms who encourage the United Kingdom 
manufacturer only with inquiries, deserting him forthwith if the 
foreign associations with which they are in contact offer more 
favourable terms.”’ If the representative of the British export 
trade who wrote those inimitable lines imagines that he will be able 
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to get orders, after the war, by waving his British passport and 
protesting that the wily foreigner whose price is lower cannot 
possibly be honest, he is very much mistaken. There will be a brief 
period when all doors will be open, but we shall then be on our 
mettle, and if our goods are not right in type or price, we shall 
have lost the markets a second time. It will be a stern struggle, 
and those few business men who have read the Atlantic Charter 
must know that we have undertaken not to push our advantage to 
the point of impoverishing someone else. Although that applies 
more to imports than to exports, any attempt to force our exports 
into a market by using our purchases from that market as a bargaining 
counter would be against the letter and spirit of the bond. Hence 
we shall depend on the price and quality of our goods even more, 
in some cases, than we did before the war. 

If the exporter must study what other countries are most likely 
to want, it is largely the Government’s affair to study how other 
countries are likely to pay for what they want. It is one thing 
for people to desire the goods offered by British firms, and another 
for their National Bank to have the sterling with which to honou: 
the buyer's draft. Fortunately, a number of important overseas 
countries will have plenty of sterling at the end of the war, and 
others will be able to earn sterling almost at once by sending us 
produce already waiting to be shipped. But a great deal of potential! 
trade will not be done unless international credit arrangements ar« 
made, and these can only be made, as everyone knows, if the United 
States takes a leading part. In fact, it depends chiefly on the trade 
policy of the United States whether the outline of a freer and more 
prosperous world set down in the Atlantic Charter and the later 
Lend-Lease agreement will become a practical reality. 

It is quite simple. If the American tariff is reduced to the point 
where it becomes possible for other countries to earn dollars by 
exporting to the United States, then others, including Great Britain, 
will be able to reduce their own tariffs and to drop exchange controls 
and bilateral trade agreements. If not, the outlook is bleak. The 
United States is the only country that can afford to take the initiative, 
and its initiative would be decisive. If the Americans fail us, we 
shall not see the end of exchange control, barter agreements, import 
and export monopolies, and so on, for a long time. But there seems 
to be a tendency to take it almost for granted that America will not 
play. That is a dangerous sort of realism which may well contribute 
to the collapse of the Atlantic hope. As long as there is the slightest 
hope of victory for the Roosevelt policy in America, we should 
draw up our plans on the assumption that our exports will not be 
pushed by any sort of barter bargaining. 

Plans for international lending or Lend-Lease again depend 
mainly on America. Ona smaller scale, fairly long terms of trading 
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credit will have to be granted to many customers abroad, and we 
shall once again need the services of the Exports Credits Department. 
That alone will make it possible to maintain the sales organization 
of numerous small merchant firms. Many of these ferret out trade 
where there would be none without them; many are specialists 
whose experience and connexions abroad, whose knowledge of 
languages and national habits are valuable assets. Moreover, they 
hold stocks of goods which they know will be wanted at certain 
seasons, and which the manufacturer would not want to hold. 
There will be markets, of course, in which a merchant could find no 
place. Exports to Soviet Russia may well be considerable for some 
time after the war, but sales will obviously be made, as before, to 
Government purchasing commissions. In other markets the financial 
risks may be too great for any private firm, and Government help, 
perhaps even Government enterprise, may be needed. Again, when 
it comes to selling a railway to Brazil or a steelworks to Turkey or 
an entire irrigation scheme to India, that will not be a matter either 
for small firms or Government export corporations. But a great 
part of our export trade will still be made up of miscellaneous 
manufactures that must be sold to private business men in familiar 
foreign markets. Here the merchants must play their part, and 
many of them must play it better than they have done in the past. 
It is no use complaining that manufacturers are building up their 
own export organizations, and pushing the merchant out of business. 
If the industrial concern can afford to employ qualified men who 
speak languages, who know something of finance and economics, 
and who can make thorough researches into the business conditions 
in foreign markets, then the merchant can only retain a useful 
function by providing even more efficient service on similar lines. 
On the other hand, if the manufacturer is going to be represented, 
as he has often been in the past, by some boastful but idle Sahib 
who thinks that customers not of the “‘ Herrenvolk ’’ ought to come 
to his hotel if they want anything, then the sooner they get back 
to the much-denounced ‘‘ middleman”’ the better. In short, we 
should heartily distrust any generalities about the best way to develop 
export trade. The entire organization, from factory to foreign agent, 
has to be completely overhauled. Sentiment must be cast out, 
tradition must be waived. And that goes for the Government as 
well as for business. Our Consular services and the foreign organiza- 
tion of the Department of Overseas Trade have long been inferior 
to those of other great trading nations, and a source of sorrow for 
British business men abroad. It cannot be beyond human capacity 
to reform that service, root and branch. That is another thing 
which, in the words of Mr. Keynes, is not a matter of can or 
‘can't—we must. 
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Banks and the Custodian 
By David Sachs 


HE Trading with the Enemy Act, 1939,’ Section 7, empowers 

the Board of Trade to appoint custodians of enemy property 

‘with a view to preventing the payment of money to enemies 
and of preserving enemy property in contemplation of arrange- 
ments to be made at the conclusion of peace.’’ The purpose of this 
article is to discuss some of the problems arising from this section 
which affect banks, the chief repositories of enemy property. The 
general intentions of the Act were clothed with greater precision in 
the Custodian Order?, which follows the Act in dividing enemy assets 
into (a) money, and (0) all other property. The Order* directs that 
“any money payable to or for the benefit of a person who is an 
enemy .. . Shall be paid to the Custodian.”’ 


THE CUSTODIAN 

The machinery for assuring the fulfilment of the dual purposes 
contained in Section 7 is provided by the Custodian of Enemy 
Property, whose office, if not his name, is of some antiquity. In 
1794, on the outbre ak of war with France, an Act (34 Geo. ITI, c. 79) 
was passed “ for preventing Money or Effects in the Hands of his 
Majesty's Subjects, being applied to the Use of Persons exercising 
the Powers of Government in France.” The Act provided ‘* That 
his Majesty may . . . appoint Five able and discreet Persons to be 
Commissioners for the Purposes herein-after mentioned.’’ These 
Commissioners are the ancestors of the present Custodian. 

Clearly the danger of the enemy utilizing the liquid resources in 
this country belonging to residents in enemy territory in order to 
further his aims is largely nullified by directing that all money 
belonging to enemies shall be paid to the Custodian. This is part 
of the process of enforcing the prohibition on trading with the enemy 
whereby all enemy property in this country is segregated and only 
disposable on the issue of a special licence. It is interesting to 
observe that the ban on such trading was not, in the past, accepted 
so unhesitatingly as it is to-day. In the words of a writer in the 
Economic Journal in 1915 dealing with the history of trading with 
the enemy: “ At this time [1808 to 1811] Great Britain’s manu- 
factures were absolutely essential to the Continent, while the 
markets of the Continent were absolutely. essential to British 





'2a@ 3 Geo. 6, c. 59. 
2 S.R. & O., 1939, No. 1198. 
* Art. I (i) 
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manufacturers. The result was that in the years 1808 to 1811 
the prohibitions, ‘nominally exclusive on both sides, broke down 
altogether owing to widespread smugglitfg and the number’ of 
licences which were issued. Napoleon discovered the value of 
licences aS a means of raising revenue and began to sell them exten- 
sively, while the British Government were driven to follow his 
example to lessen the amount of distress in the country.’’ Further- 
more, the Traitorous Correspondence Act (33 Geo. III, c. 27), which 
corresponded during the wars with revolutionary France to our 
Trading with the Enemy Act, was bitterly assailed during its passage 
through the House of Commons in 1793. Fox even went so far as 
to declare that “ in the course of his parliamentary life he had never 
seen a Bill so unfounded in policy, and which was contrived so 
effectually to violate every principle of justice, humanity and the 
constitution.’’ 
MEANING OF ENEMY 

The term “enemy” for the purposes of the Act is compre- 
hensively defined in Section 2. The essential element in the definition 
is that enemy character, as ‘far as individuals are concerned, is a 
function of residence and not of nationality, whereas bodies of persons 
(corporate or unincorporate) may be enemy either by virtue of their 
nationality, i.e. by being constituted in a state at war with His 
Majesty or by virtue of their residence, i.e. by being controlled by 
persons who are enemies.‘ In practice, few problems have arisen 
in applying these definitions, but the recent case of Vandyke \ 
ldams* is a useful reminder that all persons resident in enemy 
territory are not zpso facto enemies. The point there at issue was 
whether a British officer who was a prisoner of war in Germany 
came within the statutory definition of enemy. The judge felt no 
difficulty in deciding he did not. ‘I cannot hold that a soldier of 
His Majesty’s Army who has the misfortune to be taken prisoner 
during the war, and who has since been detained as a prisoner in 
Germany, is an enemy in any sense of the word at all.’’® 

This judicial interpretation of the Statute reinforces the common 
law doctrine that to confer enemy character residence in any enemy 





‘In the case of a corporation ‘control’ is the analogue of re »sidence. Control 
hie an enemy is analogous to residence in an enemy country ”’ (Trotter: Law of 
Contract during and after War, p. 11). “.. . a company may assume an enemy 
character . . . if its agents or the persons in de facto control of its affairs . . . are 
resident in an enemy country, or, wherever resident, are . . . acting under the 
control of enemies ” (per Lord Parker in Daimler Co., Ltd., v. Continental Tyre Co. 
(1916) 2 A.C. 307). : 

§ (1942) r All E.R. 139. 
* At p. 142 
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territory must be voluntary. ‘‘ The (enemy) character that is 
gained by residence, ceases by residence. It is an adventitious 
character which no longer adheres to him from the moment he puts 
himself in motion, bona fide, to quit the country, sine animo 
revertendi.”’? No judicial or other guidance is av ailable to show 
whether the exemption thus granted to British prisoners of war 
extends to their French or other companions in misfortune. The 
point is important, since if they are enemies within the meaning 
of the Act, their funds in this country must be paid to the Custodian 
and will, presumably, constitute part of the fund out of which British 
money claims on Frenchmen or other allies as the case may be, 
will be met. If they are not enemies, and it is submitted that they 
can only be brought within the definition by doing violence to the 
doctrine of voluntary residence, their funds will remain unaffected 
by the Act and the Order. 


MONEY PAYABLE TO OR FOR THE BENEFIT OF AN ENEMY 

What is meant by “ money payable to or for the benefit of an 
enemy’? The operative word is “ payable.’”’ The Order itself 
specifies certain clear-cut categories,’ but difficulties arise in the 
following cases : 

(i) Where the Debtor has a Counter-claim or Set-off.—If the 
enemy cash is actually in the debtor’s possession, a valid set-off 
may be exercised against it, since the Custodian is not placed 
in any better position than the enemy creditor. Any balance 
remaining after such set-off is payable to the Custodian.° 
Banks, more frequently than traders, will be in the happy 
position of holding enemy property, either cash or securities, 
against which they can exercise their set-off, as apart from the 
usual terms on which customers’ accounts are maintained, 
specifically permitting such set-off, it is submitted that they are 
amply protected by the ordinary banker’s lien. For example, 





7 Per Sir W. Scott in The Indian Chief ( (1 1801) 3 ¢. Rob. 12. In Scotland 
v. South African Territories, Ltd., (1917), 33 T.L.R. 255, a British subject employed as 
manager of defendants’ business in German South- We st Africa was interned there 
but allowed sufficient freedom to protect defendants’ interests. He was held to be 
an alién enemy (Trotter: of. cit., p. 13). For a recent, albeit puzzling, decision on 
enemy character for purposes outside those of the Trading with the Enemy Act, 
1939, see N.V. Gebr. Van Uden's Scheepvaart en Agentur Maatschappij v. V/O 
Sovfracht (1941), 58 T.L.R. 60. 

* Art. 1 (ii) and (iii). 

* The latter should be advised of the details and the forms provide for the 
giving of such information. After the war the enemy creditor will most probably 
register a claim in respect of the full amount, i.e. before the exercise of any set-off 
and here, as in all other cases, needless delay and complications will be avoided 
if complete information is supplied to the Custodian at the outset. 
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in In ve Bank ftir Handel und Industrie, (1915), 31 T.L.R. 311, 
it was not disputed that an English bank was entitled to exercise 
its lien on the credit balances of the German bank for the amount 
of the acceptances outstanding. 


(ii) Where the Enemy holds as Trustee or Agent.—In many 
cases, however, where securities are held for an enemy bank, 
the latter will have advised that such securities are to be held 
on a so-called clients’ account and may even have supplied the 
name and address of the beneficial owner: for example, where 
payment of the dividends on the securities is claimed without 
deduction of British tax. British banks in these circumstances 
are, it is submitted, affected with notice of a third party interest 
and accordingly debarred from exercising any claim against the 
stocks in question.1° They are in this respect in a similar 
position to a trader who is owed money by an enemy and is 
aware of the existence of assets in this country owned by the 
enemy. Unless some special property can be shown in the 
assets, by way. of contractual right," pledge, mortgage or 
assignment, the creditor has no remedy.” This precise point 
arose in the last war in the case of /n re Ling and Duhr2® At 
p. 300 the judge said: “ This Act is not an Act primarily for 
the benefit of creditors at all; its main purpose is to create 
a fund to be protected and preserved in accordance with the 
terms of the preamble, with a view to such arrangements after 
the war as may seem good to His Majesty in Council, and the 
intermediate payments out of the fund to creditors are merely 


incidental and discretionary.”’ ‘‘ The main function of the 
Custodian is to preserve the enemy property not to distribute 
_ 


As a result of the application of the Trading with the Enemy Act 
to countries occupied by Germany, special problems arose affecting 
those accounts in this country, maintained by branches or subsidiary 
companies operating in neutral countries, of banks which have 





10 Thanks to English notions of trust, the property of the continent: 7 neutral 
is protected, whereas under his own country’s laws, which know no distinction 
between legal and .beneficial ownership, he would normally be without redress. 

‘In English law anyone claiming to be the real owner of property might claim it 
from anybody in whose hands he found it’ (per Scrutton, J., in Wetherman v, 
London and L iverpool Bank of Commerce, Ltd., (1914), 31 T.L.R. 20). 

11 Seligman v. Eagle Insurance Co. (1917), 1 Ch. 519. 

18 Leader and Others v. Direction der Disconto-Gese Vecheaft (1915), 31 T.L.R. 464. 
Plaintiffs, London solicitors, had an account with defendants’ Berlin office. Held, 
they were unable to recover the balance of account from the London branch. 

13 (1918) 2 Ch. 298. 

™ Blum and Rosenbaum: Trading with the Enemy, p. 117. 








E ‘HE BAN KER 





become enemies. The Swiss subsidiary of, say, a French bank 
often had among its customers, bona fide neutrals, Swiss or other 
nationals, and maintained for them sterling accounts represented 
in turn by the subsidiary company’s own sterling balance with its 
London correspondents. Such balance being prima facie payable to 
an enemy must be returned to the Custodian, but will be released 
in favour of the neutral beneficial owner provided such owner can 
be shown to have been resident in neutral territory since September 3, 
1939, and evidence of his ownership of the funds vouched for by an 
auditor's certificate. Such a procedure is acceptable where the 
Swiss subsidiary’s sterling position is even or long, i.e. where it holds 
in | ondon an amount of sterling at least equivalent to the sterling 
which it owes to its customers. A nice point, however, arises when 
it shows a short sterling position. Assuming it has enemy customers 
to whom it owes ste rling, it is submitted that the release of any of 
the London funds to a neutral would be to favour the latter at the 
expense of that fund (referred to by the judge in Jn re Ling and Duhr 
above), to which British creditors will as a body look as security for 
thei ‘ir claims against enemies after the war. As was said in that case, 

The primary care of the custodian . . . is to protect the central 
fund. ? 


PROPERTY OTHER THAN MONEY 


Details of all enemy assets falling under this head must be 
furnished to the Custodian,'® and the Custodian Order further 
specifically prohibits all dealing with the property of any enemy 
without the consent of the Board of Trade.* The banks as holders 
of securities and gold for account of persons resident in enemy 
territory were bound to supply the necessary information covering 
these items, a task formidable in size but in general presenting few 
cases of difficulty. Except in special circumstances the Board of 
lrade have refrained from exercising their powers!? of vesting any 
property in the Custodian and no particular discussion of these 
powers is called for here. A few words may, however, be said 
regarding the difficulty of dealing with the collection of dividends 
on securities held for account of neutrals, chiefly banks. Where 
British banks hold securities in these circumstances, they require, 
as a measure of self-protection against any possible infringement of 
the Trading with the Enemy Act, a declaration from the neutral 
bank concerned that no enemy has or has had any interest, direct 
or indirect, in the ownership of the securities in question. This 








16 Art. 5 (i). 
se Art. 4. 
7” Art. 2 (i) 
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declaration is usually forthcoming, but in a minority of cases no 
information of any sort is vouchsafed. In the absence of the 
declaration the British bank must in self-defence refrain from 
collecting the dividends or interest. It is suggested, however, that 
the proper course is to effect the collection and hold the proceeds 
at the disposal of the Custodian, since otherwise there is a risk that 
the central fund, to which reference has already been made, will be 
correspondingly depleted. No hardship is involved for a bona fide 
neutral, to whom the money would be released on production of the 
necessary evidence of beneficial ownership. 


The Foreign Exchange Contract in 


Wartime 


(By a Legal Correspondent) 


T is perhaps strange that up to date the Courts have been called 
Jipon to decide few problems of exchange which have arisen from 

the present war. There have been one or two decisions on 
foreign bills of exchange but only one, so far, which brings into 
review the'nature of a purchase or sale of currency, and that one 
somewhat unsatisfactory. It may well be that the precise nature 
of an exchange contract is hard to define, in view of the artificiality 
of the market, but it would seem clear that such a contract has 
special characteristics which disturb the ordinary relationship 
between a banker and his customer in this field. 


Looking at the position of the parties to a wartime exchange 
transaction, sales of currency by a resident in England are governed 
by Regulation 5 of the Defence (Finance) Regulations, which reads :— 


(1) Every person in whose case the following conditions are fulfilled, 
that is to say— 

(a) that he is, or has, at any time since the third day of September, 
nineteen hundred and thirty-nine, been, in the United Kingdom, 
or, being a corporation, he is, or has, at any time since the third 
day of September, nineteen hundred and thirty-nine, been 
resident in the United Kingdom, and 

‘ (6) that he is entitled to sell, or to procure for sale of, any foreign 
currency to which this Regulation applies, 

shall offer it, or cause it to be offered, for sale to the Treasury, or to 
a person designated by the Treasury for the purposes of this Regulation, 
at such price as may be determined by or on behalf of the Treasury. 
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““(1a) Where a person has become bound under paragraph (1) of this 
Regulation to offer, or cause to be offered, any foreign currency for 
sale, and has not done so, the Treasury may direct that that currency 
shall vest in the Treasury, and it shall vest in the Treasury accordingly 
free from any mortgage, pledge or charge, and the Treasury may deal 
with it as they think fit, but the Treasury shall pay to the person who 
would but for the direction be entitled to possession of the currency 
such price in respect thereof as may be determined by or on behalf 
of the Treasury.”’ 


Purchases fall within Regulation 3C, to the effect that :-— 


‘(1) Subject to any exemptions which may be granted by order of the 
Treasury, no person shall, except with permission granted by or on 
behalf of the Treasury— 


(a) draw, issue or negotiate any bill of exchange or promissory note, 
acknowledge any debt, or make any payment, so that a right 
(whether actual or contingent) to receive a payment is created 
or transferred in favour of a person who is resident outside the 
sterling area; or 

‘(b) make any payment to, or place any sum to the credit of, any 
such person : 

Provided that this paragraph shall not render unlawful anything done 
for the purpose of carrying out any transaction for which permission 
has been granted by or on behalf of the Treasury under this paragraph, 
in accordance with any conditions subject to which the permission was 
granted.” 


These Regulations point to the difference between a peacetime 
contract and a wartime contract for the sale or purchase of foreign 
currency. In peace the parties are entirely free contractors ; in war 
they are not, being bound, all of them, by conditions imposed as 
a result of governmental action through the Defence (Finance) 
Regulations. These latter require all transactions in_ specified 
currencies to be effected with the Treasury, for which the Bank of 
England acts as agent. In other words, currencies could and can 
only be delivered to or obtained from the Bank of England, in which 
the foreign exchange market in specified currencies is concentrated. 


In order to give effect to these Regulations, summarized in a 
Bank of England notice to bankers issued in September, 1939, 
certain banks were appointed “‘ authorized dealers”; buyers and 
sellers of currency were, however, permitted to deal with their 
own bankers, even if they were not authorized dealers, but the 
transaction had, in those cases, to be passed on to an authorized 
dealer. The central bank was the only and ultimate buyer and 
seller apart from operators in the “ black ’’ market. The bank, 
moreover, fixed the price. Thus the commercial banks, authorized 
dealers or not, were mere intermediaries ; they were not allowed 
to hold currencies—to run a book in them, to use a colloquialism- 
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or to make a profit in the “turn ’’ between the buying and wie 
rates ; or to buy or sell other than through the ultimate market, 
the Treasury. They were entirely subject to any instruction that 
the Bank of England, as agent for the Treasury, cared to impose. 


Whether this relationship is that of principal and agent is, 
probably, immaterial. What is important is that no private individual 
or firm could acquire or dispose of currency except from or to the 
central bank through the intermediary of an authorized dealer ; 
that although, in normal times (even during war), the sterling 
proceeds of a disposal of currency were forthcoming on a given date, 
three or four days after the transaction had been entered into, in 
emergency conditions created by an invasion the sterling proceeds 
would be available to the seller of the currency only when the Bank 
of England had advice that their correspondents abroad had received 
the currency in ‘account from the foreign correspondents of the 
authorised dealer in this country. 


This emerges from the notice to banks issued by the central bank 
on September 10, 1940. In certain cases, both buyers and sellers 
were left in suspense-—in the words of the notice the contract was 
to be maintained in a state of suspended animation. .It was 
immaterial whether or not the buyer or seller knew of these condi- 
tions, for he could only deal on the basis that they existed, as he 
could not legally acquire currency, could not retain any that he had 
and could not legally get rid of it in any other way. In short, he had 
to deal in an artificial market on terms which were laid down by 
the Bank of England on behalf of the Treasury and were liable to 
change, without notice, at any moment. Thus there could be no 
question of any separate contract between a bank and its customers, 
nor of any breach of relationship between banker and customer by 
reason of the former’s not keeping the latter advised at all times of 
the precise conditions under which the transaction could be carried 
out. When dealing in a specific market, one is deemed to be familiar 
with the conditions of dealing. Ignorance of the rules of the London 
Stock Exchange, for example, does not affect one’s being bound 
by them. Both common and individual knowledge of a thing are 
immaterial if it is something which one is presumed in law to know. 


In a competitive market, in which dealers have alternative 
buyers or sellers, it is an agent’s duty to keep his principal informed 
of changes in the conditions attaching to a contract, 1f those con- 
ditions do not apply to the market as a whole; and it may happen 
that that duty lies even if the whole market is affected. But it is 
submitted that it is not an absolute duty in cases where there is no 
other market, prices are fixed and the principal would be worse off 
if he did not deal. In such a case, the principal could not suffer any 
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loss that he would not otherwise suffer and it must be regarded 
as an implied term of the contract that he accepted whatever con- 
ditions might be imposed by those operating the market. 

The decision in Wexford Steamship Co. Ltd. v. The National 
Bank Lid. went against the bank purely on the ground that the 
bank had not performed what the learned Irish Judge deemed to be 
the contract between the two parties—the purchase of guilders and 
their lodgment to the credit of the company in “ Head Office, 
National Bank, London.” It is hard to believe that the plaintiffs 
could have intended the bank to purchase notes, but the learned 
Judge envisages their doing so, for he is reported to have said :— 

“ it is said that the lodgment of the guilders, whether in special or in notes, 
in the National Bank in London was an impossibility. I am not satisfied 
upon evidence that it was an impossibility. . . .” 

In this case a steamer was purchased from a Dutch seller. Pay- 
ment was to be made only after a representative of the steamship 
company had approved the ship, and was to be made in guilders in 
Amsterdam. Before delivery could be taken, Holland was invaded 
and, to add to the complications, the ship was seized by the British 
Government. In the meantime, guilders had been bought by the 
bank but could not be delivered, and the question arose whether the 
steamship company or the bank should carry the guilders. 


The learned Judge seemed to agree that the bank was affected by 
external considerations, but found, on the evidence, for the plaintiffs, 
because those considerations had not been brought properly to 
their notice and because, therefore, they could not be bound by 
them. 


It is submitted that, for the reasons given above, this has no 
relevance apart from the evidence. Whether a buyer or seller of 
currency likes it or not, he has no option but to deal in the govern- 
ment market ; he cannot do better—or worse-~and if it so happens 
that he tries to deal in a currency at a time when that currency 
becomes subject to the working of extraneous forces which may 
debilitate the market, he should not be able to pass the risk to the 
intermediary which has done its utmost to fulfil his wishes. 


It is not clear that this point of view was appreciated by the 
learned Judge. He might not otherwise have stressed the dereliction 
of duty on the part of the bank: “‘ I do not think that a contract 
to lodge guilders n a bank in England can be complied with by 
merely transferring a credit for those guilders to a bank in Amsterdam 
or by procuring such credit to be so transferred. . . . The non- 
performance pleaded in the statement of claim is not failure to make 
the guilders available in London. It is failure to place the said sum 
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of guilders or any part thereof to the credit of the plaintiffs at the 
Head Office of the defendants in London.’”’ The proceedings seem 
to show a lack of recognition of the nature of an exchange transaction 
which is inimical to the interests of banks carrying through currency 
transactions. 

It may be that a case will emerge in which the straight issue is 
not confused by subsidiary issues, asin this one, and it is to be hoped 
that if occasion arises the case will be so presented that the true 
contract in a currency transaction under the Defence (Finance) 
Regulations is brought out. 


Foreign Sterling Balances 


By Paul Einzig 


wholesale liquidation of foreign-owned sterling balances. For 

a long time after the adoption of exchange restrictions in this 
country, foreign residents were allowed to dispose of their sterling 
balances freely. Many pre-war holders of sterling availed themselves 
of this right and realized their holdings in the unofficial markets 
abroad. Accordingly, the total of sterling balances held by residents 
outside the Sterling Bloc underwent a sharp decline during the 
early part of the war. In more recent months, however, this tendency 
has become reversed. The total of sterling balances held by residents 
abroad is now believed to have reached and perhaps even exceeded 
the pre-war figure. 


[on outbreak of the war was preceded and followed by a 


Notwithstanding earlier withdrawals, there is still a fair amount 
of pre-war foreign balances in London. Holders resident in enemy 
countries or enemy-occupied countries are prevented from disposing 
of their sterling, and the total they own must amount to a consider- 
able figure. There are many other pre-war holders who want to 
retain their sterling, as they have full confidence in it. Others, again, 
have to keep a sterling balance for business reasons. Above all, 
there was no reason for holders resident in Sterling Bloc countries 
to liquidate their sterling balances. 

As a result of the adverse trade balance of the United Kingdom 


since the war, large sterling balances owned by residents overseas 
have accumulated on “ special’’ or “‘ registered ’’’ account. During 
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the early part of the war, foreign exporters who received payment in 
sterling were at liberty to dispose of their sterling in the free market 
in the same way as holders of pre-war sterling. From 1940 onwards, 
however, a series of payments agreements have been concluded 
between this country and overseas countries, as a result of which 
the proceeds of their exports to this country were only allowed to 
be sold to residents in the same countries. In so far as British imports 
exceeded British exports in relation with these countries, the result 
was the accumulation of sterling balances on special account. At 
the same time, this country’s adverse trade balance in relation to 
a number of Sterling Bloc countries resulted in the accumulation of 
balances on account of residents in such countries. 


Some of these holdings of sterling were used for the repayment 
of pre-war debts by the countries concerned, or for the re-purchase 
of their securities held in this country. Notwithstanding such 
operations, the accumulation of new sterling balances arising from 
this country’s adverse trade balance continued, especially during 
1942, when the adverse trade balance increased, owing to the 
shipping situation and to the limitations imposed on exports in order 
to satisfy American opinion that no lines imported under the Lend- 
Lease arrangement are re-exported. 


This accumulation of sterling has undeniably been the subject 
of mild discontent in some of the countries concerned. In many 
instances, the countries possessing sterling on special account need 
dollars to pay for their imports from the United States, and com- 
plained that their sterling was not convertible into dollars. Some 
critics went so far as to compare sterling on special account with 
blocked marks on the clearing accounts of continental countries with 
Germany. The analogy is, however, quite unfair and misleading. 
There is a fundamental difference between the treatment of neutral! 
exporting countries by this country and that of German-occupied 
countries by Germany. A neutral country is in a position to refuse 
to sell its goods against payment in sterling on special account. If it 
accepts such sterling, it does so of its free will. A German-occupied 
country, on the other hand—and even a European neutral country 
which is under constant threat of German invasion—has no choice. 
It is simply compelled to sell to Germany whatever goods the latter 
wishes to buy, and has to accept payment in blocked marks. Thus, 
while holders of sterling on special account accept such sterling after 
due consideration of the risks and inconveniences involved, simply 
because it is worth their while to accept it, holders of blocked marks 
are forced to accept that currency because the alternative would be 
to receive not even nominal payment for goods requisitioned by 
Germany. 
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There is also another material difference. The blocked mark 
balances are entirely without cover in the form of gold or foreign 
exchange or foreign investment reserve. While Germany has 
succeeded in looting a fair amount of gold and foreign investments 
in various conquered countries, she has spent most of the proceeds 
and is likely to spend the rest before the war is over. After the war 
she will therefore have nothing to offer to foreign holders of reichs- 
marks. The position of this country is, however, different. It is true 
that our gold and foreign exchange reserve is also exhausted, and 
that most of our easily marketable foreign investments have already 
been realized. On the other hand, this country still possesses sub- 
stantial foreign investments which, while not realizable at present, 
would become realizable sooner or later. After the war, many of 
our frozen investments in the Far East and elsewhere will become 
once more a liquid asset, and the gold output of the Empire will 
enable us to reconstruct a gold reserve. In such conditions, the 
foreign balances would not remain without cover for very long. 
Moreover, the United States will probably be willing and anxious 
to use her enormous gold stock to support sterling at any agreed 
level. 


Notwithstanding these considerations, it stands to reason that 
neutral countries are not prepared to continue indefinitely to accept 
payment for their goods in sterling which can only be spent in this 
country or in the Sterling Bloc. Since this country and other 
Sterling Bloc countries are not in a position to deliver enough goods, 
the exporting countries would naturally prefer payment in gold 
or dollars which they would be able to spend either within or outside 
the Sterling Bloc. When the American war effort reaches its peak, 
the United States may be no better placed to supply exports than 
the Empire. In the meanwhile, a stage may be reached at which 
neutrals would no longer accept payment in sterling unless. it is 
convertible into dollars. And owing to the depleted state of this 
country’s foreign exchange reserve it would not be possible to grant 
such option. Unless some arrangement is reached with the United 
States for the improvement of this country’s foreign exchange 
position, the lack of adequate foreign exchange resources might 
develop into a grave handicap to our economic war effort. 


Criticism of this country’s unwillingness—or rather inability 
to release foreign-owned sterling is not confined to holders of balances 
on special account. A much more vocal group of critics includes 
some refugees who, after having established a residence in this 
country, moved on to the United States or to some other country. 
According to the existing regulations, their sterling balances are 
treated in the same way as those of other British residents who have 
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transferred their residence abroad: that is, no transfers are allowed 
to be made from such accounts. Admittedly this entails hardship 
for the refugees, just as it entails hardship for British evacuees in 
the United States. Indeed, while foreign refugees obtain their 
interest on sterling assets remitted, British evacuees enjoy no such 
privileges. Nevertheless, some refugees and their spokesmen 
complain bitterly about ‘‘ unfair’’ treatment. 

There can be several answers to these complaints. We could 
answer in the same way as the local curate answered the Bishop 
who asked him why the bells of the village church were not tolled 
on his arrival. ‘ There are several reasons. First of all, because we 
have no bells,” the curate replied. ‘‘ That will do,” said the Bishop. 
‘I am not interested in the remaining reasons.’ We, too, could 
simply state the plain fact that we have no foreign exchange, and 
leave it at that. It is, however, advisable to give the full reasons, 
even though the lack of dollars should satisfy all but the most 
captious of critics. 

The balances owned by refugees are at present uncovered because 
the gold or foreign exchange which formed its counterpart before 
the war had to be spent in order to be able to import materials vital 
to the pursuit of the war. Until quite recently, this country carried 
virtually the full burden of its external financing. This fact is not 
adequately realized. There is a widespread belief that, with the 
passing of the Lend-Lease Act early in 1941, this country ceased to 
have a foreign exchange problem. The fact is that goods ordered 
before the passing of that Act have to be paid for in cash on delivery. 
{t is these payments which have exhausted our foreign exchange 
resources. The gold and the dollars were spent in order to carry on 
the fight against Germany, with the object of liberating the native 
countries of the refugees. Had the reserve not been used up, the 
chances of such liberation would have suffered ; and it is only through 
the liberation of their countries that the refugees can hope to recover 


their possessions which they had to leave behind. The utilization of ° 


vold which entered the country as the counterpart of foreign balances, 
like the realization of other external assets, was clearly in the ultimate 
interest of refugee holders of sterling. 


Nevertheless, arguments for more liberal treatment have been 
put forward on the following lines :—The refugees, when escaping 
from Hitler’s domination, had to leave behind the greater part of 
their life’s savings. Now they are trying to establish a new existence 
in the United States or some other country. Is it fair to prevent 
them from doing so by retaining their sterling balances merely because 
prior to their departure to the United States they spent a year or 
two in this country, thereby becoming British residents within the 
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meaning of the exchange regulations ? Beyond doubt, the wiles 
have the full sympathies of our monetary authorities, as of all right- 
thinking people in this country. At the same time, sentimental 
considerations should not obscure our judgment. The fact that they 
have suffered losses does not mean that henceforth they are entitled 
to be exempted from the sacrifices that are necessary in the interests 
of victory. They should not be encouraged by their friends to 
imagine that, having suffered losses, they are now at liberty to 
consider themselves to be ‘‘ out of it.” 


They are by no means the only victims of Hitler and Germany. 
In this country, too, there are many thousands of people who have 
lost a great deal through enemy action or through general war 
conditions. This does not mean that they can now feel they have 
done enough and can claim the right to be exempted henceforth 
from participating further in the war effort. Irrespective of their 
past sacrifices, they have to serve their country and the democratic 
, cause with all the means at their disposal. They cannot simply 
retire from the contest and establish a new existence in some safe 
corner of the world. The same is true concerning the refugees. 
Irrespective of their past losses, they have to place themselves and 
their resources at the disposal of the Allies fighting for the liberation 
of their countries. In their case, the best way they can serve the 

cause is by leaving their funds at the disposal of this country. Their 

claims could not be met without gravely compromising the war effort 
by diverting foreign exchange resources desperately needed for 
essential imports. 

The solution of the problems of refugees lies in the hands, not of 
this country, but of the United States. If the American authorities 
can be persuaded to advance dollars to refugees settled in the 
United States against their sterling assets, then their claims could 
be satisfied without thereby causing a reduction of the very scant 
foreign exchange resources needed by this country for vital imports. 
The British authorities themselves cannot possibly afford to be 
charitable at the present stage, when this country itself is in need of 
dollars for many purposes not covered by Lend-Lease. It is to be 
hoped that the refugees and their friends will duly realize the position 
and abstain from embarrassing the British authorities—and providing 
material for enemy propagandé y putting forward demands which 
cannot be satisfied until after the war. 
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Some Life Assurance Wedbdinns: 


(By a Correspondent) 


EVERE as are the problems of all branches of insurance during 
S: period of war, the transaction of indemnity insurance has one 

outstanding advantage over life assurance, in that the price 
charged can be adjusted at comparatively short notice to accord 
with the cost of the service given. In life assurance, on the other 
hand, the price paid (the premium) is fixed at the outset for a period 
which may be as long as 30 or 40 years or even more, and however 
widely the cost of meeting its liabilities may vary, the company 
must so arrange its affairs that this cost can be met out of the fixed 
premium, which may have been adjusted to meet an entirely different 
set of circumstances. 

With this essential factor prominently in mind, it will be of 
interest to examine the main problems facing British Life Assurance 
at the present time. The principal elements affecting the operations 
of a life company are the investment of that part of the premiums 
not required to meet immediate liabilities, variations in the incidence 
of mortality, and the expenses incurred in running the business. 
It is not usual to think of new business as a factor affecting the 
profits of the company, but no life office can be considered to be in 
a flourishing condition unless it is able to secure a steady flow of 
the right sort of new business, and this, while in some measure 
dependent on the other factors, will repay special consideration. 

Perhaps the problem which up to the present stage of the war 
has been most difficult of solution has been that of avoiding too 
heavy a fall in the average rate of interest secured on the company’s 
invested funds. A contract of life assurance presupposes that the 
company will be able to earn a given rate of interest throughout 
the period of the policy, and if for a long period the net rate earned 
fell below this rate, the position of the company would be very 
serious, whatever may have been its strength at the outset. This 
position was recognized by the Government when, by the terms of 
the Finance (No. 2) Act, 1941, it secured life assurance companies 
against the dz ingers inherent in a very high rate of income tax by, 
in effect, ‘‘ pegging "’ the rate of tax for ‘them at 7s. 6d. in the £. 
[t is important to recognize that this concession relates only to the 
income from funds reserved for policyholders, i.e. to that part of 
the company’s income tax which is in effect paid on behalf of policy- 
holders, but not to the part which represents the tax on share- 
holders’ profits. As a natural corollary of this concession, the rebate 
of tax on life assurance premiums was at the same time fixed at a 
maximum of 3s. 6d. in the £. 
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In spite of this concession, current interest yields on new money 
are such that the companies could not secure the minimum net return 
from their investments which is necessary to enable them to meet 
their liabilities, were it not for the fact that they already hold 
considerable portfolios of investments with substantially higher 
yields. For this reason, and also in view of the generally strong 
position of the companies before the war, no doubt arises as to their 
ability to meet their liabilities on existing contracts, but if current 
conditions persist for any long period, there must inevitably be a 
variation of the terms upon which new business is transacted. 
This will be evident from the fact that when the premiums on many 
existing contracts were originally fixed, the companies were able 
to count on interest yields in the neighbourhood of 4 per cent. net, 
whereas at the present time, even after allowing for the income tax 
concession referred to above, it is difficult to invest available monies 
to give a net return in excess of 2 per cent. 

So far as With Profit policies are concerned, these conditions 
may not result in any variation of premium rates, since the loading 
for bonuses can be utilized as a kind of shock absorber, and the new 
conditions met by a reduction in bonuses—which has in fact already 
taken place. The position is, however, very different in the case 
of a Non Profit contract. Before the war, Non Profit premiums 
had in some cases been reduced to a level which in the opinion of 
many people was definitely dangerous, and although the general 
level of rates has of recent years been substantially raised, it is 
doubtful whether they yet take full account of the current investment 
position. Accordingly some further increases are to be looked for. 

While the low rate of interest at which the Government is able 
to finance the war inevitably brings with it difficult problems for 
the life assurance companies, it is obviously eminently desirable 
from the national point of view, and, so far as the companies them- 
selves are concerned, enables them to avoid the problem of deprecia- 
tion which was a very serious preoccupation in the war of 1914-18. 
Except to the extent that companies carried a substantial amount 
of equity securities, this problem has not troubled them up to date, 
although if it should prove that market rates of interest show a 
marked tendency to rise after the war, it might become serious 
in view of the large sums which have in many cases been invested 
in relatively long-dated Government securities, at yields in the 
neighbourhood of 3 per cent. The history of the stock markets in 
the years immediately preceding the war suggests, however, that 
this risk is not very serious. 

The risk that loomed most large in the counsels of the offices 
during the weeks preceding the outbreak of war was that very 
heavy claims might arise as a result of enemy action. While there 
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have been a number of such claims, they have not up to the present 
been on the scale that was feared, whatever the future may hold 
in store. There have, indeed, been suggestions in some quarters that 
the restrictions imposed at the outbreak of war were unnecessary, 
and a few offices are now prepared to accept new proposals without 
restriction as to war risk, as long as the assured remains in this 
country. In this matter, the offices have had to try to hold the 
balance evenly between, on the one hand, their desire to grant con- 
cessions with a view to maintaining their connections and to give 
the utmost service to the public and,.on the other hand, the risk 
that these concessions might absorb funds built up to meet liabilities 
arising under policies effected before the war. These after all form 
the first claim on the available resources of the companies. Indeed, 
it might well be argued that the war risk is one which should be 
borne by the community as a whole, and which should not be allowed 
to rest on one relatively smal] group, where its impact may be 
overwhelming. The offices have not, however, been disposed to take 
this rather narrow view, and the terms on which they have been 
prepared to grant cover against the risk of death from enemy action 
have been fixed on as generous a basis as possible. At the outbreak 
of the war, practically all companies incorporated in new policies 
a restrictive clause which in effect excluded the war risk, the amount 
payable on death from enemy action being limited to a return of 
premiums paid. At the present date, many companies are prepared 
to waive this clause so far as civilian war risks in the United Kingdom 
are concerned, upon payment of an extra premium varying from 
about 10s. per cent. to {I Is. per cent. per annum, while another 
group has adopted a modified clause providing a larger benefit 
(though still substantially less than the full amount of the policy) on 
death from war causes. The comments of the Chairmen of companies 
so far published do not suggest that these concessions have proved 
unduly burdensome. 

It has, of course, been inevitable that war conditions should bring 
in their train appreciable increases in expenses, even though this 
increase may not be reflected in the published expense ratios owing 
to the fall in new business, with its attendant heavy expenses. 
Quite apart from the general increase in the level of prices, companies 
have had to meet the cost of A.R.P. measures and, in many cases, 
of evacuation of their Head Offices to less vulnerable localities. 
In addition, they have adopted a generous attitude towards members 
of their staffs called up for service with the armed forces, by paying 
the difference between their salaries and service pay and allowances, 
and in many cases have also conceded cost of living bonuses to their 
remaining staff. Owing to other factors, the profits of Life Assurance 
companies are in most cases substantially below their pre-war level, 
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and there is therefore no possibility of such concessions being offset 
by a reduction in Excess Profits tax, but they must be borne directly 
as a further reduction in profits. It j is, however, permissible to hope 
that, so long as inflation can be avoided, with its attendant permanent 
increases in salary costs, the bulk of this increased expenditure will 
prove to be only temporary, and will come to an end with the war. 

The picture which has been painted in the preceding paragraphs 
may at first sight appear to give rather a gloomy outlook. This is 
not really the case, for present conditions rather portend a return 
from a period of abnormally inflated profits to one which approaches 
more nearly the normality of days prior to the 1914-18 war. The 
very high bonuses and low Non Profit premium rates of the past 
20 years have come to an end, and are unlikely to be restored at 
any rate for a very long period. Nevertheless, the attractions of 
life assurance remain unimpaired, and it well behoves the young 
man with a sum large or small to set aside to consider whether he 
can elsewhere find an investment which will give him the advantages 
to be secured here. Considered from the point of view of yield alone, 
a life assurance policy, aided by income tax concessions which now 
affect a very large proportion of the earning population of this 
country, is likely to give a return which will bear favourable com- 
parison with any other available investment. To this must be 
added the protection provided for dependents which, even. where 
restrictions are imposed as regards war risk, is very substantial ; 
while as a means of saving for the old age of the policyholder a life 
policy, owing to its automatic nature, its compulsion to set aside 
regular sums and its freedom from anxiety, remains unrivalled. 
Thus, present influences have, if anything, enhanced the attractive- 
ness of life assurance, and with present restrictions on spending, and 
pressure for saving, there should be excellent opportunities to secure 
new business. Indeed, experience has shown that in many cases 
those members of the outside staff remaining with the companies 
have been able to secure totals which compare favourably with 
those in the record years before the war; but of course the heavy 
loss of staff due to the war effort inevitably results in reduced totals 
for the companies. It is to be hoped, however, that they will secure 
the maximum expansion possible, since the activities of life assurance 
companies are in no sense competitive with the National Savings 
effort, but—as is more and more generally recognized—form a 
valuable adjunct to it. 

In the preceding paragraphs, attention has been confined to the 
straightforward types of policy (Whole Life and Endowment 
Assurances) which normally form the backbone of the new business 
totals. In addition to these, the majority of companies transact 
a fair volume of business under various: special schemes, and it is 
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of interest to consider how some of these are affected by war-time 
conditions. A small group of offices have, for very many years, 
specialized in the transaction of house purchase business, and during 
the last fifteen years or so a considerable number of other offices 
have extended their operations to this field. In some cases the 
office merely issues a decreasing term assurance to cover the out- 
standing balance under a Building Society mortgage, but an increasing 
number of companies are prepared themselves to finance the loan, 
provision for repayment being made by the issue of an endowment 
assurance policy which is deposited as collateral security. In view 
of the uncertainties of the market for small properties, in wartime, 
and the risk of damage from enemy action, the offices, like the 
Building Societies, have hesitated to extend their commitments in 
this direction. Whilst some of them are prepared to consider 
applications for advances in specially favourable cases, the borrower 
is normally expected to find a much higher proportion of the purchase 
money in cash than in the past, and the business has shrunk to a 
mere fraction of its peace-time volume. It is the practice of one 
or two offices to issue policies carrying definite guaranteed rights to 
an advance on approved house property at a later date, and a fair 
volume of these policies is being issued, which should assist in the 
resumption of such business at.the end of the war. 

Another class of business which has come greatly into prominence 
in recent years is annuity business. The reduction of fixed incomes 
which followed on the conversions of War Loan and other high- 
yielding securities in the early thirties lent great popularity to this 
obvious method of supplementing income out of capital, without 
the risk of destitution involved in the dissipation of the entire capital. 
The maximum volume of this business was transacted about 1935 
or 1936, and since the outbreak of war there has been a very great 
reduction, especially in policies for large amounts. At first sight 
it is a little difficult to see the reason for this, but it is probable that 
the present high rate of income tax is having an adverse effect. 
[n spite of attempts made in the past to secure an alteration in the 
law, the whole income from an annuity is liable to income tax and 
sur-tax, although in reality a large part of it represents a return of 
capital. A simple example will show the serious effect of the present 
rate of income tax alone on such a contract. 

An annuity of £10 per annum would cost about {100 at age 65, 
and if the annuitant survived about 13 years (the approximate 
expectation of life at that age), he would draw £130. After payment 
of income tax at ros. in the £ on this sum, he would be left with 
a net sum of only £65. Thus, owing entirely to the operation of 
income tax, a contract of this type may, in the case of an annuitant 
who is liable to income tax at the full rate, result, on the average, 
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in a loss of some 35 per cent. of the capital involved. It is admittedly 
difficult to evolve a simple formula for determining how much of 
a given payment under an annuity represents income, but this can 


hardly be held to justify penal taxation of a particular group on 


this scale. 
A special type of annuity is represented by the various schemes 


for the provision of pensions to employees, with which a scheme of 
life assurance is frequently allied. Here, the considerable tax reliefs 
which are granted upon contributions to an approved scheme offset 
the difficulties described in the preceding paragraph, and, owing in 
part to the fact that employers’ contributions are usually allowable 
as expenses in computing liability to Excess Profits tax, war condi- 
tions have given a considerable impetus to this class of business. 
Although these schemes have been the subject of criticism on the 
ground of their inevitable lack of flexibility by comparison with a 
privately run pension fund, they fill a real need, having resulted in 
a wider extension of pension rights among the industrial population 
than would otherwise have been the case. 

In conclusion, it may be remarked that there are indications 
that the close of the present struggle may see a marked change in 
the orientation of life assurance business. It will, however—partly 
as a result of this change of outlook—continue to fill a vital place 
in the life of the community, and is clearly well equipped to do so. 


A GREAT many companies, the Waste Paper Recovery Association 
points out, are still unaware of the system in operation of recording 
important documents on micro-films. There are two 

Micro-Film or three such on the market. The process is not very 
“fone costly, it saves an appreciable amount of space and 
it is mobile. It permits the storage of large stocks 

of records in a safe deposit without incurring heavy rental charges. 
Those firms who have used this system, it is stated, have been able 
to release a tremendous tonnage of paper in the national effort. 
It is also pointed out by the Association that in a very large number 
of cases books, vouchers, documents, etc., are held for a longer 
period than is legally necessary and could very well be contributed 
to the main effort. They have prepared a list of legal minimum 
periods as well as a list of suggested practical minimum periods for 
which books and documents should be kept. They are anxious 
that secretaries and accountants of companies should get into 
touch with them for advice on these points, as well as information 
as to the collection and disposal of waste paper and the best prices 


obtainable. 
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Fire and Accident Insurance in 1941 
By F. G. Culmer 


NDIVIDUALLY and collectively, the composite companies in 
enc I194I campaign achieved outstanding results in all three of 

the main commercial departments: Fire, Accident and Marine. 
It indicates the general state of activity prevailing throughout these 
important branches of insurance that, with one minor exception in 
the Fire group, the leading companies embodied in THE BANKER’s 
annual survey all effected a substantial increase in their premium 
incomes. Aggregate premiums amounted to {121,718,756, repre- 
senting the very considerable advance over the previous year of 
£5,520,979, which compares with the smaller rise of {2,931,288 
gained in 1939. 


This improved turnover was accompanied by a satisfactory 
expansion in earnings. Total net underwriting profits, after deducting 


administration expenses, rose by {1,664,290 to £8,445,959, which 
figure also exceeded the 1939 total by £830,567. Last year the ratio 
of profit in relation to premiums for the whole of the business exceeded 
7 per cent., and was roughly 2 per cent. above the ratio for 1940. 
Notwithstanding the war, in other words, there has been no lessening 
in the public demand for insurance as distinct from assurance. Under 
war-time conditions there is, indeed, an expansion in various 
directions of the insurance requirements of the community, all of 
which compel adequate provision. Administration problems have 
been aggravated by the serious depletion of the companies’ staffs. 
This involves a drastic curtailment of normal routine operations. 
Services extended to the public have undergone considerable modi- 
fication, fortunately without any loss of efficiency. Considering that 
every insurance contract is an individual proposition, and that it is 
impossible to devise a means of dealing with it other than individually, 
the insurance industry is clearly performing great feats of organization 
in the successful conduct of their multiple business under the present 
difficult conditions. 


Low rates of interest combined with heavy taxation remain an 
intensely irksome problem. Governmental requisitioning of relatively 
high-yielding securities, and the inevitable investment of the 
proceeds, together with all other available surplus funds, in lower- 
yielding war loans, have exacted from the msurance companies 
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a heavy toll in the shape of declining interest revenue. For instance, 
last year’s total net interest revenue of £4,733,565 was £817,233 
less than the corresponding figure for 1940, which in turn fell short 
of the 1939 total by £822,851. Thus in a couple of years net interest 
receipts shrunk by as much as £1,640,084. 


Investment revenue is the main source from which shareholders 
of the composite companies derive their dividends. This is augmented 
by the shareholders’ portion of the life profits, which last year 
amounted to £324,088, thus raising the total amount available for 
distribution to £5,057,653. In spite of the fall in net interest revenue, 
all the companies are maintaining their ordinary dividends, but 
owing to higher income tax the cost is considerably reduced. 
Including a few preference dividends and the interest payable on 
some outstanding debenture stocks, the total cost of the distributions 
is £5,163,934, or £801,941 less than the sum required to meet these 
liabilities in 1940. The balance of cost to be drawn from under- 
writing profits, therefore, is £106,281, compared with {26,154 in the 
previous year. There remains the handsome balance of under- 
writing profit of £8,339,678 with which to defray taxation, and 
augment the reserves. Definitely, 1941 was an eminently successful 
vear for the insurance companies. 


Turning now to a review of the year’s departmental results, 
lire insurance premiums totalled {£46,266,756, an increase of 
{5,273,520 over the previous year, which itself showed an advance 
of only £1,289,585 over 1939. There was almost a complete volte face 
in the trend of the business. Whereas in 1940 all the companies tabled 
in THE BANKER showed a decline in profits, in 1941 all except one 
revealed substantial gains. In 1940 aggregate underwriting profits 
(from which is deducted the usual percentage for unexpired risks 
reserve, mainly 40 per cent.) totalled £1,858,284, and showed a 
decline on the year of £2,098,645. The profit aggregate for 1941, 
on the other hand, is as high as £3,472,339, representing an increase 
of £1,614,055. The average profit ratio is 7.91 per cent. of the 
improved premium income. This is 3.28 per cent. higher than in 
the previous year, and comes within 1.90 per cent. of the larger ratio 
attained in 1939. ° 


From the reports of the.different companies, it appears that the 
more successful home business has been mainly responsible for this 
welcome recovery in profits. There was a reduction last year of 
{2,387,600 in direct home fire losses, although the total of {10,252,600 
was higher than in a good many pre-war years. In 1938, for instance, 
the corresponding total loss was £8,780,000. The above figures do 
not, of course, take into account fires due to enemy action. There 
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are also additional claims in respect of loss of profits occasioned by 
fire. Special facilities offered by all the companies for the recovery 
of loss of profits caused by fire in business premises are steadily 
gaining in popularity. 


Increasing values and the expansion of industrial activity in 
connection with wartime industry have contributed to an advance 
in sums assured. On the other hand, partially offsetting reductions 
have resulted from the discontinuance of non-essential businesses 
and trades, and the cancellation of cover on properties damaged or 
destroyed by enemy action. It has been pointed out in some quarters 
that sums assured, generally, are not keeping pace with rising values. 
In their own interests, property owners, householders and the 
business community as a whole, would be well advised to give this 
matter serious consideration, especially as increased purchase tax is 
now payable on replacement costs. 


Fire losses in the United States were substantially higher, rising 
by £3,177,456 to {64,471,400. A number of serious outbreaks helped 
to swell this aggregate, which was greater than for several years past. 
In spite of a considerable increase in claims, some of the insurance 
companies seem to have had an improved underwriting experience 
in the United States, influenced by an enhanced volume of premiums, 
combined with a reduction in the expense ratio. This, however, is by 
no means the general experience, which still suffers from the 
inadequacy of premium rates that has given rise to complaints for 
three or four years past. A significant raising of these rates is 
clearly indicated as a means of paving the way to a more satisfactory 
condition of underwriting. 


In the overseas Dominions, including India, insurance operations 
have continued to be successfully carried on, despite some increases 
in claims. So, too, in countries abroad which have not been overrun 
by the enemy, notably Cuba, South Africa, and South America. 
The serious war developments in the Far East occurred too late in 
the year to cause any great reflection in the companies’ accounts 
for 1941, which do not therefore show anything approaching the 
loss of income from foreign sources as was the case in the previous 
year. 

Former extensive business relations with Greece, Malaya, Hong 
Kong, Singapore, occupied China, Dutch East Indies and the 
Philippine Islands are for the time being in a state of suspense. 
Insurance companies are looking forward to the end of the war, 
when they will be able to resume their full service to all those 
harassed countries. This would restore to British insurance a hitherto 
prominent component of its international business. 
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Under- Increase Ratio 

writing or to 

Profits Decrease Premiums 

FIRE :-— £ £ % 

Alliance sv ae sa .. 433,957 + 191,607 20.38 
Atlas . ; “a - .. 145,124 + 50,993 7.44 
Commercial Union .. - .. 437,477 + 264,973 7.52 
Eagle Star .. ais ne 72,000 + 25,625 8+03 
Employers’ Liability ee i 21,021 + 16,967 4-9 
General Accident .. se -. 396,368 + 32,284 21.30 
Guardian... iss 76,313 + 30,460 7.97 
Liverpool and London and Globe .. 241,655 + 93,994 6.09 
London Assurance .. is nr 18,699 — 63,285 0.8 
London and Lancashire .. .. 276,028 +- 54,766 8.99 
North British and Mercantile .. 324,815 + 199,102 8.06 
Northern... gia - AG 75,151 + 97,299 3-3 
Norwich Union ae x3 re 90,358 + 57,731 4.22 
Phoenix as ea or .. 150,913 + 96,385 4.6 
Royal Exchange... “ss 4 99,221 + 98,572 6.06 
Royal - 2% <2 .. 413,649 + 157,253 7.19 
Scottish Union og - sic 74,452 + 65,737 6.33 
Sun .. ai 7 na .. 220,485 + 117,583 9.9 
Yorkshire... i ee .. 125,860 + 72,306 12.50 


An extension of business in the Accident and General department 
is revealed by the expansion of the aggregate premium income, 
which shows an advance of {4,122,271 to £56,455,580. This increase 
has more than compensated for a decline in the previous year of 
£3,351,231. In comparison with 1940, the underwriting experience is 
a little disappointing. Whereas in that year on a smaller turnover 
profits were increased by £707,404 to £4,478,078, last year on a 
larger premium income a reduced profit of £4,210,832 was made, 
the decline amounting to £267,246. 

In 1940 only five companies showed a decline in their individual 
profit figures. Last year the position was almost reversed, for only 
seven of them now exhibit an advance. However, the average ratio 
of profit—8.44 per cent.—is quite good for this class of business. 
The respective ratios for 1940 and 1939 were 10.05 per cent. and 
7.79 per cent. It should be borne in mind that 1940 was an excep- 
tionally favourable year for Fire and Accident insurance. The 
profits earned in 1941 are by no means unsatisfactory considering 
the difficult conditions at home and abroad. 


In consequence of increased industrial activity and enhanced 
pay-rolls of the workers, there was an expansion in workmen’s 
compensation business, resulting in an advance in premium income 
and also a larger number of claims. This is not a branch in which 
a large percentage of profits accrues to the insurance companies, 
whose primary function under an arrangement with the Government 
is to conduct the business at a minimum cost to the insured work- 
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people. The chairman of a prominent insurance company described it 
this year as ‘‘one of the two largest sections and the least profitable.” 

The other section referred to was motor insurance. In this 
instance there has apparently been a somewhat varied experience. 
Wartime restrictions of petrol, motor tyres and accessories, drastically 
affecting the public use of motor cars, has necessarily reduced the 
premium income to a very great extent. The further limitations 
which are now being enforced are bound to exercise an additional 
adverse effect upon the business of motor insurance during the 
current year. With the wholesale exodus of private cars from the 
highway, commercial and civil defence vehicles now comprise an 
increasing proportion of the remaining business. In spite of the 
heavy demands of third party liability insurance due to the extra- 
ordinary number of road accidents (which, unfortunately, show no 
sign of diminishing), and the falling off in premium income, the 
insurance companies have still mostly been able to run the business 
at a profit. There is no doubt that the effect of wartime restrictions 
upon the motor industry will fall more heavily upon the 1942 accounts 
of the insurance companies. 

The various classes of insurance business of a general character 
continue to bring a satisfactory amount of grist to the mills of the 
composite companies. Rising prices of valuables and other insurable 
effects tend to increase the sums assured. Jewellery and furs may 
be cited as special cases in point. In general, however, there does 
not appear to have been any substantial advance in burglary premiums. 
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Under- Increase Ratio 

writing or to 

Profits Decrease Premiums 

ACCIDENT AND GENERAL : £ £ % 

Alliance 155,358 + 20,614 12.65 
Atlas .. ; 56,656 23,433 8.69 
Commercial Union .. 752,305 t+ 44,947 g.02 
Eagle Star - 152,000 + 20,919 7-33 
Employers’ Liability 63,529 — 166,487 1.0 
General Accident 540,759 + 18,231 6.50 
Guardian me ss .. 104,377 + 6,526 14.21 
Liverpool and Londonand Globe .. 412,331 — 23,487 8.37 
London Assurance .. 215,015 — 8,291 15-5 
London and Lancashire ; 126,760 — 26,843 5.23 
North British and Mercantile 171,533 + 7,144 12.67 
Northern 178,814 — 28,520 10.9 
Norwich Union 162,459 — 16,552 10.08 
Phoenix : 256,393 — 37,006 6.65 
Royal Exchange 83,042 — 48,295 6.86 
Royal ~~ 528,205 + 20,259 8.03 
Scottish Union 11,340 — 22,020 2.88 
Sun .. 143,624 -— 686 7.01 
Yorkshire 96,242 — 4,286 6.95 


Following upon an expansion of {5,686,352 in aggregate marine 
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insurance premiums in 1940, there was an increase of {1,711,208 in 
last year’s total to £18,996,503. The underwriting surplus, amounting 
to £1,494,970, shows an increase of £540,350, compared with an 
advance of {418,625 a year ago. Most of the surpluses revealed by 
the insurance companies are of a nominal character and do not in 
general represent the precise underwriting results. It is customary 
for several of the companies to transfer to profit and loss account 
only a portion of their underwriting profits, leaving the remainder 
to augment their funds. 

These funds have thus been steadily built up over a period of 
years and constitute a very strong position. They figure in last year’s 
accounts at {24,642,250, the addition for the year being no less than 
£4,710,030. Meanwhile, the average profit ratio in respect of 
premiums has been consistently rising in recent years. In 1939 it 
was 4.5 per cent., in 1940 it had advanced to 5.52 per cent., and 
in 1941 it rose further to 7.72 per cent. 

The marine market is now almost solely occupied with war 
business. At home and abroad there has been an inevitable falling off 
in cargo business owing to the war. The advance in premium income 
is due to increased war premiums, supplemented by surcharges on 
cargo and increases in hull rates, both the latter being necessary 
to meet additional hazards and higher costs of repairs. The doubling 
and trebling of values has also been a factor towards the soaring 
of premium income. 

Incidentally, war hazards have obviously increased to a much 
greater extent. In a comprehensive diagnosis of the position of the 
marine account, Sir Frederick Pascoe Rutter, Governor of the 
London and Lancashire Insurance Company, has warned shareholders 
that the apparent prosperity must be regarded as evanescent and 
not to be depended upon with any confidence in the immediate 
future, or even after the war is over. 

It would be a grave omission in any review of insurance affairs 
in 1941 if no reference were made to the contribution of the insurance 
companies to the nation’s war effort. In addition to their large 
investments of funds in Government war loans, they are performing 
yeoman service in connection with the administration of the Board 
of Trade’s schemes for the insurance of commodities under the War 
Risks Insurance Act, 1939, and for the insurance of business plant 
and equipment and private chattels under the War Damage Act, 
1941. Committees composed of insurance officials are now throughout 
the country engaged in assisting the Board of Trade in dealing with 
claims, while the companies’ expert advice in ensuring adequate 
fire protection in war factories and in dealing with salvage following 
air-raids is in constant request. The vast technical experience of 
these institutions is thus being utilized to the fullest advantage in 
the national interest. 
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International Banking Review 


The Far East 


HE Japanese-controlled Nanking Government has taken steps 

to replace the Chungking dollar by the notes issued by the 

Central Reserve Bank of Nanking. This step was preceded 
by a devaluation of the Chungking dollar by 50 per cent. in terms 
of Nanking dollars. The devaluation was carried out in several 
instalments. In March the parity between the two currencies was 
fixed at 77 Nanking dollars per 100 Chungking dollars. On May 20 
that figure was lowered to 74, on May 21 to 71, on May 25 to 53, 
and on May 26 to 50. The result of this gradual devaluation was 
a flight from Chungking dollars, assuming mainly the form of 
indiscriminate demand for goods of every description. As a result, 
prices were soaring rapidly. The Nanking authorities sought to deal 
with the situation by decreeing that prices and charges must be 
fixed in Nanking dollars in Shanghai. This was done to a large 
extent, but it failed to check the rise, which continued even in 
terms of Chungking dollars. 

On May 31, the Nanking Government issued a decree by which 
the Chungking dollar ceased to be legal tender in the provinces of 
Kiangsu, Chekiang and Ajui, and in the cities of Shanghai and 
Nanking. The use of Chungking dollar notes was prohibited. 
Arrangements were made for their withdrawal at the rate of 2 Chung- 
king dollars for 1 Nanking dollar, during the period between June 8 
and 20. The banks and exchange offices were authorized to exchange 
up to 10,000 dollars per person, while larger amounts had to be 
exchanged at the Central Reserve Bank. Half of any amount in 
excess of 10,000 dollars was paid in Government loans. The Nanking 
Government issued a stabilization loan of 1,500,000,000 dollars to 
cover the anticipated requirements of the operation. The loan 
bears interest at 5 per cent. and is redeemable in 30 years. 


Germany 


The following figures indicate the expansion of the balance-sheet 
totals of the six leading German banks during the last three years :— 


1939 1940 1941 
(In millions of Rm.) 
Deutsche Bank i ar Ea 4,184 5,315 6,573 
Dresdner Bank i - ay 3,206 4,118 4,917 
Commerz- & Privat-bank .. ne 1,746 2,306 2,957 
Bank d. Deutsch. Arbeit... ‘és 918 1,795 2,653 
Reichs Kredit Gesellschaft .. ea 668 857 1,001 
Berliner Handelsgesellschaft - 309 400 474 
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France 


At the end of 1941, 73 per cent. of the assets of the Banque de Paris 
et des Pays Bas were employed in bills, compared with 52 per cent. 
a year earlier and 35 per cent. at the end of 1938. At the same time, 
the percentage of participations declined from 15 per cent. in 1938 
to LO per cent. in 1941, and that of advances to, customers from 
Ig per cent. to 6 per cent. The reason for this change is that, as 
a result of the circumstances accompanying the German occupation 
and control of France, French industries are less dependent on the 
banques d'affaires than they were before the war. The inflation due 
to German occupation costs has made money cheap and easy. 
German exploitation depleted supplies of goods and released large 
amounts formerly tied down in stocks. A number of French firms 
came under German control and are financed by German interests. 
Finally, the acquisition of large amounts of French equities by 
Germans released French capital, which is seeking reinvestment. 
As a result of all these factors, the French bangues d’affaires are 
finding it difficult to employ their resources in active business, and 
have to employ them instead by reinvesting in Treasury bills. Since, 
however, the amount of their deposits is much smaller than that 
of the big commercial banks, the idea that the Banque de Paris 
et des Pays Bas should seek to attract more deposits by opening 
a number of branches has come under consideration. At present, 
the only branch in France is in Marseilles, and this was opened 
after the armistice. 


Denmark 


Denmark is experiencing a plethora of short-term funds which 
is causing the authorities much concern. Time deposits with the 
Danish National Bank increased from 825,000,000 kroner to 
I,100,000,000 kroner during the first four months of this year. 
One of the directors of the National Bank suggested that 25 per cent. 
of all bank deposits should be blocked, but this was opposed on the 
ground that it would lead to withdrawals from the unblocked 
75 per cent. Eventually, it was decided that the maximum limit 
for deposits with the National Bank that mature in less than one 
month is to be 25 per cent. of the total time deposits, and in case 
of need this proportion can be reduced to 15 per cent. 
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Correspondence 


The Technique of Rationing 


To THE Epitor oF “ THE BANKER” 
SIR, : 

Although I am very reluctant to draw out the correspondence 
on “ The Technique of Rationing,’ the over-confident tone of the 
reply of your contributor and his misunderstanding of my argument 
oblige me to add a few remarks on the problem. 

Your contributor questions first my statement that there does 
not exist a simple relation between the points of the clothes rationing 
scheme and the materials used. He maintains that this point 
scheme is based on the principle of equating the coupons for the 
product with those for the material. I can give him a very simple 
example to the contrary: in the clothes rationing scheme a tie 
requires one coupon and a square yard of a corresponding material 
two coupons. Is one yard used to produce two ties? And what 
about footwear ? Is it so easy to balance even roughly the points 
received by manufacturers large and small with the varying materials 
they use ? 

Let us now return to the focus of our discussion, the baker. 
Suppose that a point rationing scheme for flour, bread, and cake 
has been introduced. Your contributor would attribute to bread 
as many points as to the equivalent quantity of flour. As to cake 
he would give it a point value corresponding to that of the relevant 
ingredients (see THE BANKER, May, 1942, p. 83). But sugar and 
fat are not in his point scheme, but are rationed specifically. Thus 
he will have to fix special point value for the use of bakers. But that 
is not all: the sugar and fat wholesalers and the respective manu- 
facturers must have quotas fixed for these products when sold to 
bakers ; for otherwise the baker will be able to produce cakes so 
sweet that they will mean an additional distribution of sugar. 
Thus the scheme loses its simplicity, which does not, however, mean 
at all that it is unworkable. 

How would the value rationing scheme work in the baker’s case ? 
The baker, when purchasing flour, would have to surrender 
always coupons of the equivalent retail value of bread. Further, 
when purchasing sugar and fat for cakes he would have to surrender 
coupon values fixed in such a way as to balance roughly the retail 
price of cake—which is an analogous procedure to that of the point 
rationing scheme and involves, as there, sugar and fat quotas for 
sales to the bakers. The additional difficulty in the value rationing 
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scheme will be only that retailers will have to surrender a lower 
coupon value for flour than bakers. This may be dealt with by 
introducing a retailer’s flour quota with millers and wholesalers. 
For “ covering ’’ of this quota less coupons per Ib. of flour will be 
required than in deals with bakers. This is an arrangement which 
is similar to the one at present in existence when goods, specifically 
rationed, are supplied outside the rations to manufacturers of 
unrationed goods (for instance, sugar to confectioners). 

I do not deny that because of this additional difficulty the point 
rationing scheme for flour, bread and cake is simpler than a value 
rationing scheme. When, however, I proposed the latter, I did so 
for a very wide range of foodstuffs, and there the simplification of 
making coupon values and money values equal for the consumer 
might well outweigh the difficulty of handling separately flour for 


retailers and bakers. 
M. KALECKI. 


Institute of Statistics, 
Oxford. 


(Our Contributor writes :—It is not for me to speak for the 
Board of Trade, but presumably Dr. Kalecki does not deny that 
they make the clothes rationing system work. If he has read either 
the Consumer Rationing Order or the explanatory pamphlet 

‘Coupons and Quotas ”’ he should know that, as I said, they have 
no control over the many thousands of makers-up, large and small, 
apart from the fact that these must surrender coupons for their 
cloth. By pointing garments on the basis of the cloth needed to 
make them the Board in effect let the coupon automatically control 
everybody except a limited number of “ ultimate recipients,’’ merely 
laying down the simple rule which I expounded before that “‘ anyone 
selling any rationed article must demand a stated number of coupons, 
whether selling it to the public, or to a retailer or to a processor. 
This is the explanation of their very modest staff. 

This great administrative simplification obviously does not 
require that the pointing of every article should be equal to that 
of the material used to make it, since some, like Dr. Kalecki’s foot- 
wear, are made from unrationed materials. Their unauthorized 
manufacture is difficult and the number of producers not unmanage- 
ably large, so that the latter can be made the ultimate recipients 
and footwear given whatever pointing is thought desirable. One 
can also, if one likes, make an exception in the case of unimportant 
articles made from cloth, such as Dr. Kalecki’s ties, without seriously 
upsetting the system (presumably the Board of Trade wanted to 
avoid fractions, as there can be no greater difficulty in applying the 
yardage basis to ties than to trousers), But for all important 
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garments made from a material which one wants to include in the 
vationing system the pointing rule must be observed. 

Dr. Kalecki now says that if this sort of system were applied 
to cakes one would have to fix quotas limiting the amount of sugar 
and fats which bakers could obtain, because otherwise very sweet 
cakes would be made. This is entirely false. Sugar and fats would 
be pointed higher per pound than flour, so that the materials in a 
pound of very sweet cake would require more coupons than those 
in an “ austerity model.’’ If cake is pointed on the basis of the 
latter the baker would automatically be limited in the amount of 
sugar he could use, since otherwise he would progressively run down 
his stock of ingredients. On Dr. Kalecki’s system, however, the baker 
collects coupons on the basis of the price he charges, which includes 
the (extremely variable) cost of converting the ingredients into 
a final product; the efficient, low-cost producer of utility cakes 
must therefore raise his price or go out of business, and the creator 
of elaborate models will take more coupons than he needs for his 
ingredients, with which he can cover black market sales. These 
results are hardly what one wants in total war, quite apart from 
the staff engaged in fixing retailers’ flour quotas, bakers’ sugar 
quotas, and so on.| 


~ Books — 


“The Economics of 1960” 


By CoLttn CLARK. (Macmillan. Price 8s. 6d. net.) 

EVER since the 1930 crisis, economic thought has been more or 
less on a twenty-four hour standard. After more than a decade of 
this Malthusian obsession with the short run, it is refreshing to find 
that some economists, at any rate, still retain a Ricardian faith in 
the existence of long-term economic trends. Whereas Ricardo 
could merely indicate in general terms the theoretical tendency 
towards a long-period equilibrium, however, Mr. Colin Clark is 
equipped with all the devices of a modern statistical technique 
which permits him actually to make a quantitative estimate of the 
long-period trend. It is for other statisticians to evaluate the 
application of this technique and the soundness of the conclusions 
based upon it. Those who must accept the calculations on trust 
can only derive due encouragement from the message of hope which 
the book contains. It is, in fact, an excellent and timely counter- 
blast to the pessimism of those who conceive the whole of economics 
in terms of the special difficulties of the thirties, and in particular 
to the would-be economic philosophers, such as Professor Carr, 
who gratuitously assume an inherent long-term tendency towards 
economic decline and disintegration for which there is no evidence 
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According to Mr. Clark, on the contrary, the year 1945 should 
mark the turning point of a long period cycle ; and the capital-sated 
phase which began around 1930 should then give way to a capital- 
hungry period lasting until 1960. The detailed implications of this 
reversal of trend are naturally cheering in the extreme. We are 
told that the incentive to erect tariffs for the purpose of encouraging 
an artificial transference of labour from primary to secondary 
industries should disappear ; that the terms of trade for primary 
products will improve by as much as go per cent. compared with 
the 1934/35 average; and that primary production will increase 
by some 56 per cent. above the level of the early thirties. On a 
Clark’s-eye view, of course, war and revolution, social upheaval and 
depression, are little more than irrelevant incidents which cannot, 
in the long run, interfere with the progressive long-term trends. 
Those who persist in believing that progress of any kind may be 
impeded or reversed by a succession of cataclysmic slumps, however, 
should note that in Mr. Clark’s view the trade cycle itself will largely 
disappear during the next two decades: ‘‘ The possibility is always 
open that the depression following the post-war boom may be fairly 
severe and prolonged. [but what we can be fairly sure of is that it 
will be the last of its kind. From the later 1940’s onwards the 
world’s capital-hunger will again be paramount and the steady 
upward trend in world trade, capital movements, employment and 
prices will have begun. Subsequent depressions will occur, but like 
the depression of 1907 they will be short-lived and will not, at the 
worst, involve unemployment on anything like the scale to which 
we have recently been accustomed.’ 

For particular countries, the implications of Mr. Clark’s analysis 
are as fascinating as the picture he presents of the economic prospect 
as a whole. America and Russia will become the largest importers of 
primary products. ‘‘ Among the exporting countries of the present 
day, it appears that exports from the Argentine and Uruguay will 
expand only slightly, while in Australia, New Zealand and Denmark 
they will actually fall. . . . The great expansion of production will 
come in certain parts of South America (other than Argentine and 
Uruguay) and the Balkans.’ Owing to the stagnancy of their 
populations, Great Britain and France will find very little scope 
for investment within their own economies, and virtually the whole 
of their savings will have to be invested abroad. “ Any interruption 
to the outward flow of these savings would, with its secondary effects, 
produce unemployment in Britain and France on a gigantic scale.”’ 

Here we have a direct challenge to the popular belief that over- 
seas investment must be dammed up in the interests of cheap money 
and any necessary stimulus to employment be provided by public 
investment at home. Had this theory been consistently followed 
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during the nineteenth century, it is clear that we would never have 
built up the vast overseas assets that alone made possible our high 
pre-war standard of living. The implications of Mr. Clark’s analysis 
obviously merit the most careful examination in the interests of 
the nation as a whole and not least of the City, whose very existence 
is so closely bound up with freedom of international capital 
movements. 

All this, if it is nothing else, is at least a refreshing change. 
Until some time in the late fifties, there would be little point in 
attempting to pass judgment, to agree or disagree. Meanwhile, 
it is encouraging to note that one of the most brilliant economists 
of the present time vigorously repudiates the prevailing theories of 
economic decline and can give chapter and verse in support of his 
optimism. 


“Give Us The Tools” 

By ‘‘ARGONAUT.” (Secker & Warburg. Price 6s. net.) 

ALL we are told about the anonymous author is that he is “ an 
unbiassed and very well-informed student of industry.” The latter 
claim may be conceded. With the many dismal chapters that 
at one time made up the story of our economic mobilization, the 
writer is only too familiar. Nor could it be denied that much of 
the failure to achieve anything like maximum output was due to 
excessive concern for sectional interests and for the post-war 
position. But unbiassed ?—not within a thousand miles. The 
central thesis is that ‘‘ our production troubles have their roots in 
social and economic conflict,’ which means that every failure must 
be interpreted in terms of a sinister class warfare, without regard 
to such observable facts as muddled thinking or sheer lack of 
organizing ability. Occasionally, this class obsession leads the author 
into wild misrepresentations. The whole discussion of inflation, for 
example, is quite grotesque, and that of export policy even more so. 
The export drive in the early stages of the war, it is suggested, had 
no object but to avoid the liquidation of our overseas assets, in the 
interests of ‘‘ overseas bondholders, backed by powerful importing- 
exporting interests.’’ At no point is there a glimmer of recognition 
that the most effective means of obtaining essential supplies from 
the resources of the export industries, given markets and shipping, 
was to leave them in the existing employments in which they were 
highly productive, and not seek to divert them to direct war 
production. In the initial stages, in any case, the only alternative 
to continued export would often have been simply unemployment ; 
and it would have been suicidal, with America not yet in the war 
and no means of judging how long this would last, to have dissipated 
irreplaceable assets any more rapidly than was necessary. Without 
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doubt, the author is genuinely concerned to ginger up the war effort, 
and this end might well be assisted by a wider public knowledge of 
some of the influences that have been allowed to impede the economic 
war effort. Owing to this tendency to dramatize quite simple facts, 
however, the book is hardly calculated, in the hands of the credulous 
and impressionable, to foster national unity. 


“The Implications of Fiscal Policy” 

By Joun H. WILLIAMS, Vice-President, Federal Reserve Bank 
of New York. 

In this pamphlet, reproducing a paper delivered at the end of 
1941 to the American Economic and Statistical Associations, a 
practical banker of great insight and experience gives us an American 
view of banking problems. Mr. Williams raises the fundamental 
question whether a large and growing public debt largely financed by 
the banking system does not make impossible a general monetary 
policy, since in such conditions a restrictive policy is not feasible. 
Restraints upon inflation must necessarily come mainly through 
direct controls and through taxation. It is further argued that 
an easy money policy can be overdone, for: ‘‘ when interest rates 
fall to very low levels deflationary stresses and strains appear in 
the economy which are directly attributable to this decline. A wide 
range of institutions and individuals dependent upon fixed income- 
yielding investments suffer losses of income whose effects upon their 
ability and willingness to invest further, their sense of security, 
and even their ability to maintain consumption, work directly 
counter to the purpose of the easy money policy. If the low interest 
rates did actually achieve an adequate recovery of investment, 
output and employment, these adverse effects could perhaps be 
dismissed as part of the necessary cost of a successful monetary 
policy. But when rates reach such a low level that they accomplish 
little or nothing further to stimulate investment, from the side of 
demand for capital, while impairing the ability of some important 
income groups and institutions to invest or even to consume, the 
easy money policy has over-reached itself.’” Mr. Williams naturally 
discusses especially the implications of ultra-cheap money for bank 
earnings. In the thirties, it is pointed out, the decline in interest 
rates was partly offset by a reduction in expenses; “ but with the 
rise of taxation, wages, and other costs incident to war, there is 
some danger that the banks themselves will be more seriously 
pinched.” It is, incidentally, interesting to note the writer’s state- 
ment that: ‘‘ We are told that in England it is frankly recognized 
that the Government must sustain the banks by borrowing at rates 
high enough to cover bank expenses.” 
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Appointments & Retirements 


Lloyds Bank Limited 


Mr. R. O. Clapcott, hitherto an inspector, to be manager at 
Boscombe, on the approaching retirement of Mr. F. R. Hole after 
44 years’ service. Mr. A. A. Dickson, from Desborough Road, High | 
Wycombe, to be manager at Bourne End in succession to Mr. L. E. 
Samman, who has retired, owing to illhealth, after 40 years’ service. 
Mr. W. J. Bryant, hitherto clerk-in-charge, to be manager at 
Callington. Mr. C. Mander, from Stafford, to be joint manager at 
Coventry. Mr. C. Burgess, from Dovercourt, to be manager at 
Cromer. Mr. V. K. Pain, hitherto clerk-in-charge, to be manager 
at Crowborough. Mr. T. R. Tearne, from’ West Cliff, Bournemouth, 
to be manager at Parkstone on the approaching retirement of 
Mr. K. V. Cowie after 42 years’ service. Mr. A. M. Beale, from 
Cromer, to be manager at Penn Hill Avenue, Parkstone. Mr. A. B. 
McFarlane, from Leicester Square, W., to be deputy manager at 
Piccadilly, W. Mr. E. B. Goddard, from Coventry, to be manager 
at Stafford. Mr. H. A. Sharpe, from Piccadilly, W., to be manager 
at Swanage on the approaching retirement of Mr. C. C. J. Deans 
after 44 years’ service. Mr. I. W. Sheppard to be sub-manager at 


Trowbridge. Mr. T. W. Hunter, from Penn Hill Avenue, to be 
manager at West Cliff, Bournemouth. Mr. R. G. Paine, from 
Rochester, to be manager at Wolverton, in succession to Mr. R. W. 
Leadley, deceased. 


National Bank 


Colonel the Hon. Thomas Eustace Vesey has been appointed to 
a seat on the board, in place of the late Earl of Kenmare. 


Martins Bank 


Head Office: Mr. W. H. Home has been appointed assistant 
premises manager. — Manchester, Deansgate Branch: Mr. W. 
Richmond becomes manager in succession to Mr. H. H. Waddington, 
retired.—Barrow : Mr. E. W. Wilkinson has been appointed assistant 
manager. 


The British Linen Bank 


Forfar Branch: Mr. John S. Gordon, joint agent at Forfar 
branch, retired on June 15, after long service. Mr. James Patterson, 
teller at Nethergate Dundee branch, has been associated with 
Mr. John D. Hardie as joint agent at Forfar branch.—Dundee 
Branch : Mr. Robert More has been granted authority to sign official 
documents “‘ pro agent’’ at Dundee branch. 








